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Herbert Joseph Davenport was born at Wilmington, Vermont, August 
\(). 1S61, and died at Ithaca, New York, June 16, 1931. 

After receiving a Ph.B. degree at the University of South Dakota in 
1884. he attended Harvard Law School (1884-86). In 1890 he went abroad 
and studied at the University of Leipzig, and at Ecole des Sciences 
Politiques in Paris (1890-91). Upon his return to this country, he continued 
craduate work at the University of Chicago where he received his Ph.D. 
degree in 1898. He served as principal of a high school in Lincoln, Ne- 
braska (1899-1902) and thereafter returned to the University of Chicago 
as an instructor in political economy. In 1904 he was advanced to an assist- 
ant professorship and in 1907 to an associate professorship. He then moved 
to the University of Missouri, where he served as head of the Department 
of Political Economy (1908-14) and dean of the School of Commerce (1914- 
16). From 1916 on, he was professor of economics at Cornell University. 

Professor Davenport was selected president of the American Economic 
\ssociation in 1920. The title of his presidential address, delivered that 
vear at the thirty-third annual meeting of the Association in Atlantic City, 
was “The Postwar Outlook.” 

The principal publications of Professor Davenport were: Outlines of 
Economie Theory, 1896; Elementary Economic Theory, 1898; Principles 
of Grammar (Davenport and Emerson), 1898; Value and Distribution, 
1908; Economics of Enterprise, 1913; The Economics of Alfred Marshall, 
1935. 

Professor Davenport is best known in his published work for his critical 
amendment of economic theory. In his teaching he was deeply concerned 
with the economics of taxation. A memorial to his life and work by Paul 


T. Homan was published in the American Economic Review in December, 
1931. 
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THE DYNAMICS OF WAGE DETERMINATION UNDER 
COLLECTIVE BARGAINING 


By ArTHUR M. Ross* 


This article is a sequel to ‘“The Trade Union as a Wage-Fixing Insti- 


tution’ which appeared in the September number of this journal. 
There it was argued that trade union wage policy will not become 

intelligible until the nature of the trade union is more clearly under- 

stood. The model of the union as a monopolistic seller of labor motivated 


by the desire to maximize some measurable end, commonly the total 
wage bill, is a deeply misleading one. The union does not sell labor. It 
is a political agency representing the sellers of labor, led by officials who 
stand in an essentially political relationship with the rank and file, the 
employers, the other organizational levels of the union, the rest of the 
labor movement and the government. 

The conventional economic model of the trade union leaves too many 
questions unanswered and unanswerable, too many decisions unpre- 
dictable, too much presumed irrationality. And as this image is pro- 
jected into public policy, that which is presumed to be irrational may 
likewise be presumed to be irresponsible. It would be better to agree at 
the outset that the world is larger than the buyers and sellers that 
people it and that the ends and objects of its inhabitants are more com- 
plex than commercial advantage. The animal kingdom is large enough 
to accommodate both the hawk and the beaver. Though we might wish 
it otherwise, the fact is that the beaver does not fly nor does the hawk 
build dams; and defects though they be in hawk and beaver, they are 
not likely to be quickly remedied. 

When, therefore, a union behaves as though it had other ends in view 
than the maximization of the wage bill, when strikes are resorted to 
which by any monetary measure will not be worth their cost, when some 
differentials in wages are borne without protest and others occasion 


bitter attack, when emphasis seems to bear heavily upon the amount of 


Th 


the increase and less upon the amount of the wage, when the standardi- 


The author is a member of the staff of the School of Business Administration and the 
Institute of Industrial Relations, University of California, Berkeley. 
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zation of rates or of increases is pursued at the expense of a larger tota| 
wage bill, it would be imperceptive and mistaken to lay these problems 
to irrationality, short-sightedness or lack of education. They have their 
meaning and their logic. The examination of that logic is the principal 
object of this article. 

It will save misunderstanding to assert at this point that a whole 
new “theory of wages” is not being attempted. The necessary theo. 
retical reconstruction cannot be made quickly. This article and jts 
predecessor are concerned with the money wages of organized workers, 
and with the effects of union policies during recent years. A complete 
theory would deal also with real wages, with unorganized workers, and 
with employer policies, and would base its conclusions on evidence 
accumulated over a longer period of time. Nor is it argued that supply 
and demand and other economic forces have nothing to do with the de- 
termination of wages, but only that they have less to do than is com. 
monly supposed. Different forces are emphasized here because they are 
undervalued elsewhere and because they are particularly influential in 
the case of union policy. Rather than attempting to erect a closed theo- 
retical structure, it has seemed advisable at this stage to concentrate 
on some of the factors which are not yet sufficiently integrated into ow 
thinking, reserving until later the task of constructing a model which 
will give proper and proportionate weight to all factors. 


Some Unanswered Questions 


The problem of truth belongs to the philosopher. The test of an 
hypothesis in social science is not so much whether it be true or false, 
but whether it explains more or less adequately the phenomena to which 
it is addressed. 

The fault to be found with the formulations of wage theory lies not 
with its unverified and unverifiable assumptions but with the narrow 
range of phenomena which it explains and with its cavalier treatment 
of the data which it cannot absorb and accommodate. The slag pile of 
“imperfections” of the labor market is by now larger and probably 
richer than the vein from which it came. 

It will be worth recording in brief certain of the major questions to 
which current wage theory provides no answer or a poor one. These are 
no minor matters. They lie close to the heart of wage determination and 
upon their satisfactory explanation depends our choice of whether to 
remain with the hypotheses of current wage theory or seek new and 
more efficient tools. 

1. Why, in the bargaining process, is the size of the wage adjustment 
often more crucial than the amount of the wage which results? We 
have become accustomed to think of the wage bargain as a determina- 
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tion of the price of labor in the same sense as a sales bargain is a determi- 
nation of the price of wheat. Nevertheless, the bargaining process 
is almost always directed toward an upward or downward change in 
a pre-existing wage rate, and the greatest interest is centered on the 
magnitude of the change. The trade union leader must achieve a fifteen 
per cent increase for his group because most of the other locals affiliated 
with his international union have done so. The employer insists on a 
ten per cent wage cut, after other employers have been successful in 
enforcing it, so as to avoid competitive disadvantage. The fact-finding 
board suggests that an 183 cent increase would be a fair settlement in 
the copper-mining industry in view of the fact that it has become the 
pattern of adjustment in the “related” iron and steel industry. Thus, 
the equalizing tendencies in collective bargaining are directed toward 
equalization of adjustments perhaps more often than equalization of 
rates. 

2. In economic theory, the market is the locus of the single price, 
enforced by competition among buyers and among sellers. Under com- 
petitive conditions, no buyer will offer more and no seller will accept 
less. 

But wage rates are not equalized in the local labor market. Every 
competent survey establishes this fact. If it had never been established 
prior to 1941, the comprehensive area wage studies of the Bureau of 
Labor Statistics during the recent war would have provided a final and 
conclusive demonstration. In order to promulgate schedules of “going 
rates” for wage stabilization purposes, the National War Labor Board 
found it necessary (with minor exceptions) to specify ranges or “brack- 
ets” for every occupation in every industry group and in every com- 
munity. 

Labor economists have expended much effort and exercised great in- 
genuity in a valiant endeavor to explain the observed differentials. This 
endeavor has proceeded along three lines. First, it is pointed out that 
comparisons are difficult because of variations in job content and meth- 
ods of payment between one establishment and another. This is true 
enough, but it is yet to be shown that wage differentials can be ex- 
plained away by these variations, and we can hardly afford to assume 
it by an act of faith. Secondly, it is argued that the concept of “‘wages” 
ought to be broadened to include vacation provisions, shift premiums 
and other non-wage benefits, regularity of employment and conditions 
ol work. Here again, it has never been demonstrated that wages, even 
in this sense, tend to equality in the labor market area; and as a matter 
ol tact, better-paying firms usually provide better conditions of work 
and other non-wage advantages. Finally, economists have fallen back 
upon the discovery and description of multitudinous “imperfections” 
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in the labor market. Workers are tied to their places of residence, em. 
ployers and employees do not have complete knowledge of market cop. 
ditions, job shopping and labor piracy are frowned upon, and so forth, 
But all of this amounts merely to a reaffirmation of what has not been 
proved: that the equalizing tendencies in wage determination are com- 
posed of supply and demand operating in the labor market, and that 
equalization would be attained were it not for the imperfections. It im- 
plies that equalization is more likely to occur as the market is more 
competitive and less organized, but, as we shall see, the reverse is much 
closer to the fact. 

3. One of the seemingly irrational phenomena of industrial relations 
is the fact that work stoppages frequently occur when the difference 
between the parties has been reduced to minute proportions. The gen- 
eral public finds it most exasperating to suffer the inconvenience of a 
stoppage when the parties are only two cents apart. Since the union 
takes the initiative in calling a strike, the public tends to put the blame 
on the callousness and arrogance of union leaders. Editorial columns are 
studded with mathematical demonstrations that the workers would 
have been much better off if they had accepted the employer’s final 
offer and stayed at work. Legislators then propose that workers be re- 
quired to accept or reject the employer’s final offer in secret ballot before 
a strike can be called. 

Strikes sometimes continue after an ostensibly reasonable basis for 
settlement has developed. In the 1945-46 General Motors strike, for 
example, the President’s fact-finding board proposed a 193 cent settle- 
ment in January; the company offered 17} cents in February; and the 
parties finally settled for 183 cents in March. Why was the extra penny 
so important to the union? It will take the workers ten years to make 
up the loss of one month’s work, at the rate of a penny an hour. And 
why was the penny so important to the company? 

4. Another seemingly irrational practice of many unions (if rationality 
is conceived as the maximization of wage income) is their insistence 
upon a uniform wage rate throughout their jurisdiction. Every student 
of economics knows that a monopolist can increase his income by dis- 
criminating among buyers. There is little doubt that a union could 
achieve a higher average wage rate, and a greater total wage income ior 
its members, if it were to extract from each employer the most that he 
could be made to pay. If this were done, wages would vary according to 
the importance of labor as an element in total cost, the elasticity oi 
product demand, and the profit position of individual employers. Some 
unions, such as the Musicians, do make an elaborate classification 0! 
employers on the basis of ability to pay, and establish a different scal 
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for each classification. Other unions, such as the Carpenters, insist on a 
craft rate in all branches of employment in the local area. 

There are difficulties in the way of price discrimination in the com- 
modity market; buyers are likely to object to the practice, and the 
Robinson-Patman act purports to prohibit it. But buyers of labor fre- 
quently object to the absence of discrimination; that is to say, they 
resent the imposition of a standard rate regardless of their wage-paying 
capacity. 

The usual explanation is that unions seek a “standard rate” in order 
to “take labor out of competition.” This follows the Webbs’ classic 
chapter on “The Higgling of the Market,” describing the manner in 
which the pressure of competition in the commodity market becomes 
focussed on the rate of wages.’ But actually this is no explanation. 
“Taking labor out of competition” requires the organization of employ- 
ees throughout the market, in order to eliminate non-union competition, 
and a policy of downward inflexibility, in order to prevent competitive 
wage-cutting. It does not require uniformity of wages at any one time. 

5. One may also ask why it is that unions often press for consolidated 
bargaining structures, as represented by multi-union and multi-employer 
bargaining. Consolidation of bargaining structure is not necessarily at- 
tended by uniformity of wage rates, but equalizing tendencies are 
accentuated as equitable and rational criteria are applied to larger 
areas of decision. 

Why are multi-union bargaining units organized? In labor economics, 
“bargaining power” is often employed loosely and uncritically as a 
blanket explanation for decisions; here we are told that “joint bargain- 
ing on the part of craft unions may strengthen the bargaining power of 
individual crafts.”* The assumption seems to be that the union’s bar- 
gaining power varies directly with the size of the unit. Metz states that 
“generally speaking, the smaller the unit the less its bargaining power.’” 
Actually, the opposite proposition is closer to the truth. A union’s bar- 
gaining power is measured by its ability to win concessions from the 
employer. Other things being equal, bargaining power is greater as the 
percentage of total cost represented by workers in the unit, and the 
monetary expense involved in meeting a given demand, are smaller; and 
as the demand for the’ services of the group is less elastic. A craft 
union representing only a minority of workers may have more bargain- 
ing power than a Trades Council representing all the workers. If the 


“en and Beatrice Webb, Industrial Democracy (London, 1920), Pt. IIT, chap. 2, pp. 654— 


* Florence Peterson, American Labor Unions (New York, 1945), p. 192. 
* Harold W. Metz, Labor Policy of the Federal Government (Washington, 1945), p. 99. 
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craft is indispensable and the workers irreplaceable, the union cap 
achieve the effect of a complete walkout by withdrawing its own mem. 
bers. Moreover, it can ordinarily depend upon the other unions to re. 
spect its picket lines. Therefore, there must be other reasons for the 
growth of multi-union bargaining structures. 

If maximization of the total wage bill were the dominating objective 
of union policy, it would be most difficult to account for the present 
conflict between unions and management on the issue of multi-employer 
or industry-wide bargaining. It is highly probable that total wage pay- 
ments are less under multi-employer bargaining than would be true if 
separate bargains were negotiated between the union and each em- 
ployer. Unless high-cost firms are to be forced out of business, the wage 
rate must be set below the capacity of low-cost firms.‘ Notwithstanding 
the lesser wage bill which results, unions commonly strive for multi- 
employer bargaining and management on balance opposes it. 


Equalizing Tendencies Under Collective Wage Determination 


All of these questions are addressed to the relationship between one 
wage rate and another, or between one wage bargain and another. They 
involve the structure and function of equalizing tendencies in wage de- 
termination. Economic theory does provide for equalizing tendencies, 
expressed in the Law of One Price and working through the interaction 
of supply and demand in the labor market area. 

There are other and stronger equalizing tendencies in collective wage 
determination emanating from forces of a different nature—the force of 
organization and the force of ideas. The organizations are established 
for the very purpose of achieving mastery over market factors. The 
ideas are concepts of equity and justice which move in a different orbit 
from supply and demand. 

The equalizing tendencies are of two kinds—comparison and con- 
solidation. Equitable comparison links together a chain of wage bargains 
into a political system which displays many of the characteristics of an 
equilibrium relationship. Consolidation throws together previously sepa- 
rated bargaining units into the scope of a unitary decision. Both have 
the effect of integrating that portion of the wage structure in which they 
operate. 

What is referred to here as the pressure of equitable comparison has 
been variously characterized in the literature as patterns of wage at: 
justment, wage leadership, key wage bargains, imitation, repetition and 
diffusion. One author has constructed a cosmology of industrial re- 

4 Wage uniformity is not the inevitable result of multi-employer bargaining; employers ™4) 


be differentiated and classified on various bases. However, standardization is more likely 
occur than under single-employer bargaining. 
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lations in which master wage adjustments originate in “generating 
types” of bargaining relationships and spread into “satellite types.’ 
Another observer suggests that “we have reached the stage where a 
limited number of key bargains effectively influence the whole wage 
structure of the American economy. When these strategic wages have 
been determined, for all practical purposes wage rates are determinable 
throughout the system within narrow limits... The number of key 
bargains may be placed in the neighborhood of twenty-five to fifty.’”* 

However we entitle them, comparisons play a large and often domi- 
nant role as a standard of equity in the determination of wages under 
collective bargaining. 

Comparisons are important to the employer, whose greatest anxiety, 
in the absence of imperative economic pressures, is to avoid “getting 
out of line.” One of the cardinal sins of business conduct is to offer a 
wage rate, or a wage increase, which proves embarrassing to other em- 
ployers. In a period of aggressive union demands, there is a tightening 
of discipline in the business community; ‘getting out of line”’ is re- 
garded as equally irresponsible with grand larceny. 

Comparisons are important to the worker. They establish the dividing 
line between a square deal and a raw deal. He knows that he cannot 
earn what he would like to have, but he wants what is coming to him. 
In a highly competitive society, it is an affront to his dignity and a 
threat to his prestige when he receives less than another worker with 
whom he can legitimately be compared. At times he is not sure what 
makes a legitimate comparison, and needs guidance on the point; this 
is one source of the moral authority enjoyed by the union leader. The 
intelligent leader realizes what Whitehead, Roethlisberger and other 
students of industrial psychology have often pointed out: that the work- 
er’s attitude toward the rate of pay is more significant, for many pur- 
poses, than the real income it provides, and that attitudes can be 
manipulated. The wage earner is not unique in his propensity for in- 
vidious comparison. The professor who has vegetated happily on $4,500 
per year becomes morose when an associate professor is brought in at 
the same rate. The stenographer who celebrated jubilantly when she 
received an increase of $10.00 per month is disillusioned when she finds 
that an office mate received $15.00. 

Comparisons are crucially important within the union world, where 
there is always the closest scrutiny of wage agreements in the process of 


_* Frederick H. Harbison, “A Plan for Fundamental Research in Labor Relations,” Am. 
con. Rev., Vol. XXXVII, Suppl. (May, 1947), p. 379-82. 

* John T. Dunlop, “American Wage Determination: The Trend and its Significance,” a 
paper read before Chamber of Commerce Institute on “Wage Determination,” Washington, 
D.C., January 11, 1947, 
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negotiation as well as those already negotiated. They measure whether 
one union has done as well as others. They show whether the negotiating 
committee has done a sufficiently skillful job of bargaining. They dem- 
onstrate to the union member whether he is getting his money’s worth 
for his dues. A favorable comparison (“the best contract in the indus- 
try’’) becomes an argument for the re-election of officers, a basis for the 
solidification and extension of membership, and an occasion for ad- 
vancement within the official hierarchy. An unfavorable comparison 
(‘the best we could do under the circumstances”) makes it likely that 
the rank and file will become disgruntled, rival leaders will become 
popular, and rival unions will become active. 

Finally, comparisons are important to the labor arbitrator. The 
“going rate’ and the “prevailing pattern of adjustment” are probably 
the most compelling criteria of wage determination. Anyone familiar 
with the realities of arbitration realizes to what extent the other stand- 
ard criteria are subordinated to this one and employed as supporting 
rationalizations.’ 

There is an additional reason why going rates and going increases are 
likely to be followed. The ready-made settlement supplies an answer, a 
solution, a formula. It is mutually face-saving. The employer can believe 
that he has not given away too much, and the union leader that he has 
achieved enough. It is the one settlement which permits both parties to 
believe they have done a proper job, and the one settlement which has 
the best chance of being “‘sold’’ to the company’s board of directors and 
the union’s rank and file. One can understand why wage negotiations 
are often stalled until an applicable “‘pattern” develops, and why the 
employer is then reluctant to grant anything more and the union to 
accept anything less. 

The proposition might be offered that ‘‘face’”’ and prestige are bar 
gained more closely than money, especially in a period of general pros- 
perity. After all, the officer of a union, the official of a corporation and 
the representative of an employers’ association are all dealing with other 

7 See George Soule, Wage Arbitration (New York, 1928), pp. 3-5. One arbitrator offers the 
following explanation of the usefulness of comparisons: “There is no magic formula for wage 
adjudication. Consequently one of the compelling considerations must be what has happened 
in free and successful collective bargaining. This indicates how experienced bargainers have 
evaluated the wage-influencing factors which have evidenced themselves, and what they con- 
sider to be ‘just.’ Arbitration . . . is a substitute for successful bargaining, and the ‘pattern’ 
or ‘package’ indicates what might have evolved from successful bargaining had the parties 
acted like others similarly situated. Attention to the ‘pattern’ or ‘package,’ rather than ad- 
herence to any rigid formula, also reduces the risks of parties entering wage arbitration; but 
should also encourage their own free settlement. It tends to afiord equality of treatment for 
persons in comparable situations. It also provides a precise, objective figure, rather than an 


artificially contrived rate.” Arbitration Award of Clark Kerr, Jn the Matter of Utility Workers 
of America and Pacific Gas and Electric Company, May 27, 1947. 
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people’s money. The fact that this goes on without noticeable damage 
indicates how loose are the ties which bind the economy together. 

The ready-made settlement has other attractions. Negotiation, ar- 
bitration, strikes and lockouts are costly, time-consuming and un- 
Jeasant. They require specialized personnel. They often leave a residue 
of ill will. If the “pattern” is not too outrageous, it hardly seems worth- 
while to strive for a different settlement on the outside chance of gaining 
an extra penny or two. Wage leadership in collective bargaining recom- 
mends itself for much the same reasons as price leadership in the com- 
modity market. 

Finally, the availability of accurate knowledge has made bargaining 
settlements more interdependent. Union research offices devote much 
eflort to keeping abreast of contract changes and disseminating this in- 
formation among the rank and file. The business community has been 
viving more attention to the enforcement of self-discipline since the end 
of the war. Personnel offices and commercial reporting services supply 
the employer with comprehensive data on levels and movements of 

8 


wage Ss. 
Orbits of Coercive Comparison 


We have seen why equitable comparison plays a central role in trade 
union (and employer) wage policy, and why wage rates and wage 
changes are transplanted from one agreement to another. But the circuit 
of comparison is not infinite. There is no uniformity of occupational 
rates in local labor markets, let alone throughout the nation. There is 
nothing resembling an economy-wide pattern of adjustment. Even in 
1945-46, when the 18} cent adjustment was so popular, the average 
increase among manufacturing workers was 143 cents; and among non- 
manufacturing workers, 83 cents.® And so we come to a group of central 
questions. Under what circumstances do comparisons have the most 
compelling effect? When does a difference become an inequity? What 
are the mechanisms integrating the wage structure under collective 


* “With the advent of the trade union and the personnel department in their modern form, 
knowledge of wage variations . .. becomes much more inclusive and systematic. A wider and 
more accurate coverage of wage data results, and better records are compiled. . . . The im- 
pression is easily formed that sources for general knowledge of wage changes have multiplied 
very rapidly in recent years.” John T. Dunlop, Wage Determination under Trade Unions (New 
York, 1944), p. 124. 

* These averages relate to the 79 per cent of manufacturing workers and 41 per cent of non- 

anufs acturing workers who received an increase of some size between August, 1945 and May, 
1946. If all workers are considered, the averages fall to 114 cents and 3} cents. About 30 per 
cent of the manufacturing workers received increases of 18 or 18} cents. This would be equiva- 
lent to about 45 per cent of unionized manufacturing workers. (Monthly Labor Review, Vol. 63, 
September, 1946, pp. 342-45.) 
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bargaining? In brief, what is the orbit of coercive comparison and the 
path of political pressure between one bargain and another? 

1. Labor-Market Competition. It has already been shown that the 
strongest equalizing tendencies in collective wage determination are re- 
moved from any spatial relationships with each other. Wages respond as 
much to factors which are independent of the labor market as to any 
influences within the market. The buyer and seller of labor do meet 
within some fixed geographic area, but the price at which the exchange 
takes place is often ultimately determined by other agencies hundreds of 
miles away without necessary knowledge or concern for each of the 
particular markets affected by the bargain. Locality, an essential char. 
acteristic of the labor market so far as supply and demand are con- 
cerned, is of limited relevance for wage determination.” 

2. Product-Market Competition. One might reason that wage changes 
would move from establishment to establishment within a single indus- 
try. Often they do: 97.9 per cent of workers in the basic iron and stee! 
industry and 75.4 per cent of workers in the rubber products industry 
received 184% cent increases in 1945-46. Often they do not, however: in 
the food products industry, 10.5 per cent received 5 cents, 16.8 per cent 
received 11 cents and 29.0 per cent received 16 cents, with the remainder 
of the workers dispersed above, below and between these levels.” Cer- 
tainly the iron and steel industry is no more competitive than the 
food industry. Similar variations are apparent when absolute rates, 
rather than adjustments, are compared. Wage rates have virtually been 
equalized on a national basis in the coal industry, while the most size- 
able differentials prevail in the hosiery industry, the soap industry, and 
many other industries where products compete on a national market.” 
Among local trade and service activities in San Francisco (and presuma- 
ably in other communities), wage rates tend to be uniform when the 
industry is covered by a master agreement and diverse when it is not.” 

These facts suggest that the product market may have been the locus 
of equalizing tendencies in some cases, but only through its association 


10 Mr. L. H. Fisher has suggested to the author that the term “labor market” is of dubious 
utility in describing the determination of wages today. As originally conceived, the labor 
market had spatial properties, but there are no geographical boundaries of the forces affecting 
the wage policies of unions and employers under collective bargaining. If the term is divorce: 
from geographical content and employed to represent merely the orbit of wage-determimng 
influences, it becomes tautological. Wages are determined within whatever sphere of influenc 


wages are determined. 

" Monthly Labor Review, Vol. 63 (September, 1946), p. 344. 

‘2 Bureau of Labor Statistics, Handbook of Labor Statistics, 1941 ed., Bull. No. 694, Vol. 0 
(Washington, 1942), pp. 162-79, 345-49, and passim. 

13 See Clark Kerr and Lloyd H. Fisher, “Multiple-Employer Bargaining—the San Francis 
Experience,” in a forthcoming symposium entitled Insights into Labor Issues, edited by Ki 
ard A, Lester and Joseph Shister and published by Macmillan. 
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with other influences and not in its own right; and that organization, 
rather than competition, is characteristic of those industries where 
equalizing forces are apparent. 

it may be that product-market competition will take on more signifi- 
cance in a depression. The trade union is primarily a political instru- 
mentality and is not mechanically or continuously concerned with con- 
ditions in the product market. The business firm, on the other hand, is 
primarily an economic institution and is more clearly oriented toward 
costs, prices and profits. Ordinarily the employer goes on the offensive 
in a depression. 

It follows that product-market competition is a more significant 
mechanism for diffusing wage reductions than wage increases. One may 
note that Mr. Dunlop, in describing how “wage changes may spread by 
means of impacts on cost-price relationships,”’ deals for the most part 
with reductions. 

“4 decrease in wage rates may lead to product price reductions, aimed 
at securing a larger share of orders. These price changes may in turn 
force competing enterprises to reduce prices and enforce wage reduc- 
tions... A second variant may be initiated through the action of large 
buyers in the product market forcing price reductions after an initial 

2914 

In a period of prosperity, when unions take the initiative, there are 
no similar compelling economic forces diffusing a wage increase through- 
out the product market. It is not particularly important to the employ- 
ers, for the time being, if labor costs move out of line with each other. 
The product market is a significant ‘‘universe”’ to the union, under these 
circumstances, only when it is coterminous with the jurisdiction of a 
single organization, the scope of a unitary decision or the locus of inter- 
union rivalry. 

On balance, it may be concluded that product-market competition is 
a more influential orbit of comparison than labor-market competition, 
but nevertheless not of decisive importance. It is of greater moment to 
the employer than the union, but in a progressive economy the union is 
on the offensive during the major part of the time because money wages 
and real wages have a secular tendency to move upward. 

3. Centralized Bargaining within the Union. We come now to a group 
of more compelling influences—centralized bargaining within the union, 
common ownership of establishments, participation by the government 
and rival union leadership. 

‘John T. Dunlop, Wage Determination under Trade Unions, p. 125. Mr. Dunlop adds that 
“a third variant of wage changes induced through the price mechanism operates through the 


cost of living,” and that “the third variant would appear to be the most common avenue for 


the spread of wage increases.” This, of course, is a very different kind of cost-price relation- 
ship 
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In many unions, particularly old-line AFL unions, wage bargaining 
is a function of the local units. Here the comparison between one bargain 
and another is often not especially sharp. 

In other unions, particularly the newer CIO unions, bargaining has 
been taken over by the regional and central offices of the organization. 
This is characteristic of the Auto Workers, the Steelworkers, the Elec. 
trical Workers, and the longshore and maritime unions of the CIO. The 
international union not only requires that any settlement be submitted 
to it for ratification, but actively participates in negotiations. Under 
these circumstances, there is a much greater tendency toward uniform 
settlements. The local office may be essentially a membership-recruiting, 
dues-collecting and grievance-adjusting outpost of the organization. The 
international union carries on all significant negotiations. Local officers 
and members look to the international union for fair and equal treat- 
ment and feel they should share equally in the benefits deriving from 
their common strength. The parent body feels a natural compulsion to 
deal evenhandedly between one unit and another. 

Centralized bargaining is accompanied by consolidation of strategy 
within the union. By moving together under the leadership of the parent 
body, the different locals can achieve the effect of industry-wide bar 
gaining (or more properly union-wide bargaining) even though the em- 
ployers continue to negotiate individually. During the war, several CIO 
unions developed master contract proposals, or ‘‘uniform national pro- 
grams,”’ which every local union was instructed to serve upon its em- 
ployers. The Mine, Mill and Smelter Workers had a six-point program, 
the Steelworkers had a 17-point program, and so on.* Consolidation of 
strategy has lessened to some extent since the end of the war, but union- 
wide or industry-wide settlements have persisted, with minor excep- 
tions, in the basic steel, rubber, meat-packing, electrical, coal, railroad, 
maritime and automobile industries. 

When bargaining is centralized and strategy consolidated, non-uni- 
form adjustments are possible, but the international union must assume 
the burden of proving they are necessary or desirable. It must guard 
itself against being accused of discriminating between local unions. In 
1946 the meat-packing unions, in order to reduce geographical difier- 
entials in the industry, negotiated higher increases for “southern” and 
“river” plants than for “metropolitan” plants. This was justified to the 
workers in the ‘‘metropolitan”’ plants on the ground that otherwise work 

8 In 1945 the author was chairman of a tri-partite panel which held hearings on a dispute 
involving the Auto Workers and a parts company. After listening to a long and turgid argy- 
ment concerning the union’s demand for a maternity-leave clause, the panel inquired how 
many women were employed in the plant. The company’s personnel manager consulted his 


records and reported that two women, one aged 49 and the other 53, were currently on the 
payroll. 
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would be shifted to low-wage areas. In the same year the Steelworkers 
had a similar problem. Steel fabricating employers demanded insistently 
that they not be governed by the uniform adjustment in the basic steel 
industry, as they had been in 1946. Desirous of reaching peaceful agree- 
ments throughout its jurisdiction, the union decided to grant the de- 
mand. It then took the position that the 15-cent settlement was not a 
“pattern,” and should not stand as a bar to larger settlements in the 
fabricating industries. 

4. Common Ownership of Establishments. When two or more establish- 
ments are brought under common ownership, “equal pay for equal 
work” becomes a persuasive slogan. The case is similar to that of the 
centralized union. The wage policy of a multi-plant company is generally 
made in the central office, or at least is subject to central consideration. 

A single decision-making agency of any kind finds it difficult to dis- 
criminate, because its employees, customers or members demand that 
it deal equitably among them. The multi-plant company is no exception. 
To the union, most wage differentials appear to be inequitable and ir- 
rational. Inequity and irrationality are less tolerable when they emanate 
form a single source than when they inhere in a multitude of separate 
dec isions. 

Thus, the Auto Workers are more incensed at wage differentials be- 
tween various plants of General Motors than those between Ford and 
General Motors. During the recent war, it made a number of bitter at- 
tacks upon the War Labor Board’s area wage stabilization program 
‘which it called the “bracket racket’) because the program made it 
impossible to apply ‘General Motors rates” to a large number of plants 
which had lately been acquired by the corporation. In the union’s long- 
range wage program, company-wide equalization has priority over in- 
dustry-wide equalization.”® 

Another example is found in the California street railway industry. 
The Los Angeles Railway System and the Key System in the San Fran- 
cisco Bay area, as well as a number of other local transit systems, were 
recently acquired by the National City Lines, a holding company. 
Transit wage rates in Los Angeles and the Bay area had not been equal 
prior to this consolidation of ownership. In its 1947 negotiations with the 
Key System, the Carmen initially demanded a basic wage rate of $1.56 


*“The first logical step in the carrying forward of such a program is the establishment of 
corporation-wide wage agreements in multiple plant corporations, and the equalization of 
wages within and between plants in such corporations. . . . The second logical step . . . is the 
establishment of wage agreements based on equal pay for equa! work in all plants and corpora- 
tions doing comparable work within a section of our industry. . .. The final culmination... 
must result in the establishment of an industry-wide wage agreement based on equal pay for 
equal work, regardless of the products manufactured or the geographical location of the plant.” 
\A Program for UAW-CIO Members, April 25, 1946.) 
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per hour. It was clear, however, that the real objective was $1.35, the 
Los Angeles rate; and the union soon offered to “compromise” on this 
figure. The Key System refused to pay the Los Angeles rate, and it was 
only after a strike of eighteen days (an unusually long stoppage in g 
public utility dispute) that the union leaders agreed to recommend g 
settlement of $1.31. Despite this recommendation, the rank and file ac- 
cepted the settlement only by a vote of 837 to 532. 

5. Participation by the Government. When the government participates 
actively in the determination of wages, the pressure for uniform treat- 
ment is almost irresistible. It is a cardinal tenet of democracy that the 
government must exercise its power evenhandedly and dispense justice 
impartially. To discriminate among unions and among employers js 
virtually impossible from a political standpoint, even if it were desir- 
able. Subtle notions of equity permitting nonuniform treatment might 
be designed, of course; but it hardly requires demonstration that the 
government is in no position to enforce them against strong private 
organizations. 

It is only natural that when the government steps into a labor dispute, 
it brings along its own concepts of right and wrong. The nature of these 
concepts is apparent from the government’s own behavior as an em- 
ployer. The Walsh-Healey act provides that contractors doing work for 
the United States shall pay wages not lower than prevailing rates as 
determined by the Public Contracts Board. The charter of the City of 
San Fransisco requires that workers employed on the municipal street 
railway shall receive wages equal to average of the two highest-paying 
transit systems in California. Since the government’s own wage policy, 
developed in a political context, rests so heavily on the principle of 
equalization, it is not surprising that it should adhere to that principle 
with regard to private employment. 

Throughout the war period collective bargaining was dominated by 
the National War Labor Board. The Board enjoyed thinking that it 
operated strictly on a “‘case-by-case basis,” with every dispute decided 
on its own merits, but in practical effect this was only a pleasant fiction. 
The ‘“‘merits” of a case rested on the application of rigid and uniform 
policies which gradually developed during the first two years of expen- 
ence. This was not the result of choice but of necessity. It would have 
been extremely difficult to grant more to one union than had been 
granted to another under similar circumstances. Moreover, the Board 
was engaged in the mass production of Directive Orders—20,000 beiore 
the job was done. As every sophomore knows, mass production de- 
mands standardization. There was a standard policy on general wage 
increases: the Little Steel formula. There was a standard policy 02 
union security: maintenance of membership and checkoff if the union 
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strike record was not too bad. There was a standard policy on vacations: 
one week for one year’s seniority and two for five. There was a standard 
policy on promotions: seniority governs when merit and capacity are 
equal. And so on. 
’ ne thousand Directive Orders introduced large elements of 
rmity into collective bargaining contracts throughout the country, 
‘ ly in manufacturing industries organized by the CIO. Also, they 
encouraged a widespread habit of thinking in terms of pattern, prece- 
nt al nd prevailing practice. The effect of the Board on the thinking of 
lab r and management was particularly influential in the case of new 
local unions and newly unionized firms. Union membership increased 
by almost 40 per cent during the war, and several thousand additional 
bargaining units were established. To a considerable extent, the union 
and employer representatives in these new units had had no bargaining 
experience in the prewar period, when the bargaining table was better 
sulated from external influences and negotiations were more self- 
containe d. 

\{ter V-J Day, it was decided to lay the Board to rest; the President’s 
Labor-Management Conference of November, 1945, assembled to de- 
vise machinery for the adjudication of postwar disputes, developed into 
a prolonged ceremony of reverence at the altar of “free collective bar- 
’ Nevertheless, the government played an integral part in the 
“first round” of postwar settlements. The ‘‘first round” was conducted 
rather more clumsily than might have been possible, and required the 
use of numerous expedients—presidential policy speeches, “leaks” from 
the Commerce Department, fact-finding and emergency boards, pro- 
| | strikes, government seizures, threats of legislation, etc. 

(he pattern of uniformity was developed in the application of Execu- 
tive Order 9697, setting forth the government’s wage-price policy for the 

ersion period.!? It was necessary that wage increases be approved 
' Stabilization Board before they could serve as the basis for a 
price adjustment from O.P.A. In practice, the most important of the 
numerous criteria in the Executive Order became (a) the “general pat- 
tern’ already established within industries, and (b) the elimination of 
ss inequities” as between “related industries.” 
Section 3(a) of this order read as follows: “The National Wage Stabilization Board or 
er wage or salary administration agency having jurisdiction with respect to the wages or 
salaries involved shall approve any wage or salary increase, or part thereof, which it finds is 
nsistent with the general pattern of wage or salary adjustments which has been established 
in the industry or local labor market area, between August 18, 1945 and the effective date of 
this order, or where there is no such general pattern, which it finds necessary to eliminate gross 
as between related industries, plants or job classifications, to correct substandards 
or to correct disparities between the increase in wage and salary rates in the appro- 

‘te unit since January, 1941, and September, 1945.” Bureau of National Affairs, Labor Arbi- 

‘ration Keports, Vol. III (Washington, 1946), p. 74. 
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Diffusion of “general patterns” was facilitated by a broad definition 
of industries. Perhaps the most inclusive was the definition of the elec. 
trical products industry, which became coextensive with the jurisdiction 
of the United Electrical Workers.'® 

The identification of “related industries” by government fact-finding 
boards and by the Stabilization Board itself was even more instructiye. 
The key wage bargain was made between the Steelworkers and the 
basic steel producers on February 15, 1946. Earlier settlements of 2? 
cents in the oil industry and 16 cents in the meatpacking industry had 
been made, but after February 15, 183 cents became the rule. On Febry- 
ary 21, the Stabilization Board gave “pre-approval’”’ to any wage in- 
creases not in excess of 183 cents per hour in the iron-ore mining indus. 
try and in “certain plants engaged in the steel processing or fabricating 
industry.’ “Certain plants” was a means of designating the jurisdic. 
tion of the United Steelworkers of America among steel fabricators. 

On March 2, the Stabilization Board approved agreements between 
the United Rubber Workers and the “Big Four,” providing for wage 
increases of 183 cents per hour, in order to correct “gross inequities in 
wage increases between related industries.”””° 

Later in March the Stabilization Board approved the 184 cent strike 
settlement between General Electric and the Electrical Workers. The 
parties had applied for approval on the ground that the increase “ac- 
cords with increases recently granted by, and approved for, other in- 
dustries.”” The Board rejected ‘‘the concept of any single pattern oi 
increases which might be alleged to have developed generally through- 
out all industry,” but added that “‘the actual facts of the case, as de- 
veloped in a separate document submitted by the union and by the 
independent investigation made by the Board, do require the approval 
....?’ The Board found a relationship between the electrical industry 
and the steel and automobile industries, indicated by the similarity of 

18 This industry was defined as including all establishments producing one or more of the 
following items: “radios, radio tubes, phonographs; telephone and telegraph equipment and 
electric signalling apparatus; electrical refrigerators and refrigeration machinery, including 
compressors, evaporators, condensers, and other related mechanical devices essential to elec- 
trical refrigeration; complete electrical air-conditioning units; household electrical appliances, 
including heating, cooking, cooling, cleaning, and laundry equipment; lighting fixtures; wiring 
devices and supplies; carbon and artificial graphite products for the electrical industry, elec- 
trica] measuring instruments; electrica! prime movers and other electric power equipment 
(including motors, generators sets, transformers, switchboards, panel-boards, and other trans 
mission accessories) for employment in the generation, transmission, or utilization of electnc 
energy; wire and cable for the transmission of electrical energy; automotive electrical equip- 
ment; electric lamps; storage and primary batteries (wet and dry); or electro-therapeutic anc 
electro-medical apparatus.” (National Wage Stabilization Board, Release No. 37, April 1). 
1946.) 

19 Monthly Labor Review, Vol. 62 (May, 1946), p. 837. 

2 [bid, p. 838. 
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wage movements in the past, the existence of certain common job clas- 
sifications in all these industries, the “considerable degree of geographi- 
a] relationship,” and the “limited interrelationship in terms of prod- 

On March 18, the Board made a finding that a wage inequity existed 
between the refractory industry and the steel industry, and approved 
wage adjustments up to 18} cents.” On April 8, it declined to recognize 
an asserted relationship between dairy workers and automobile workers 
in Detroit,” but on May 24 it approved wage increases up to 18} cents 
per hour for the non-ferrous metals industry in eleven western states, on 
the ground that the industry bore “a close relationship to iron-ore min- 
ine, steel, and aluminum industries in which 18} cent increases were 
previously approved.’ 

The National Wage Stabilization Board and the Office of Price 
Administration did not have primary jurisdiction over the railway in- 
dustry in the postwar period. Nevertheless, on May 22, 1946, an Emer- 
gency Board appointed under the Railway Labor Act recommended 
an 18} cent wage increase for 70,000 employees of the Railway Express 
Agency represented by the Railway Clerks, the Machinists and the 
Blacksmiths, Drop Forgers and Helpers.” On June 22, a strike against 
the Hudson and Manhattan Railroad was settled by the same adjust- 
ment as recommended by another Emergency Board.” 

The two-day strike of the Locomotive Engineers and the Railway 


Trainmen throughout the nation’s railroad system in 1946 resulted 
from mismanagement on the part of the government officials involved 
as much as arrogance on the part of union leaders. Considerable dis- 
satisfaction had developed among the railroad workers over the dete- 
rioration of their relative earnings status. Once they were ‘“‘the aristo- 


crats of labor.” By 1945, their annual earnings were surpassed by those 
in the automobile, shipbuilding, machinery, rubber and petroleum 


'! Labor Arbitration Reports, Vol. II, 1946, pp. 410-11. 
Vonthly Labor Review, Vol. 63 (May, 1946), p. 839. 
fonthly Labor Review, Vol. 63 (Aug., 1946), p. 317. 
318. The non-ferrous metals adjustment had been recommended in the report 
tial fact-finding board, which, after ten pages of logic-chopping over the concept 
“relatedness,” brought forth a new category of “fundamentally basic industries.” Included 
in this category are steel, iron ore mining, aluminum and non-ferrous metals. “All are engaged 
roducing the essential industria] metals—those sinews of our basic economy so vital to re- 
conversion and other national requirements of today. All face similar problems in winning the 


ore from the earth; all must concentrate and purify the mined substance; all must reduce the 
chemical compounds found in nature to the useful metallic state; all melt, work, shape and cast 
these metals into useful forms; and all approach the solution of these problems with similar 
tools and techniques.” (Labor Arbitration Reports, Vol. III, pp. 81-82.) 

* Monthly Labor Review, Vol. 63 (Aug., 1946), p. 318. 

* Ibid., p. 323 
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industries.” Leaders of the railway unions had chafed under Wage 
stabilization policies during the war. The CIO had chartered a riya) 
railway union and District 50 of the United Mine Workers had beer 
raiding the Brotherhoods. Government boards and agencies had 4]. 
ready awarded 18} cents per hour to a large number of labor organiza. 
tions which had neither the venerable history nor the political problems 
of the Brotherhoods. Sixteen railway unions had agreed to arbitrate, and 
were bound to accept the decision of the arbitration board. The Loco. 
motive Engineers and the Railway Trainmen, however, had not partic. 
ipated in the arbitration; and when the Emergency Board made an 
identical recommendation, they were free to repudiate it. Under the 
circumstances, it is difficult to understand how the two Boards could 
feel that a wage increase of 16 cents per hour would be satisfactory. The 
President, attempting to mediate the difficulty, made a “compromise 
proposal” providing that the wage increase be advanced to 183 cents on 
the condition that the seven rule changes also recommended by the 
Emergency Board be withdrawn. This was too clearly a restatement of 
the original recommendation to permit acceptance without loss of face. 
although it probably would have been acceptable if it had been pro- 
posed in the first instance.2* The Locomotive Engineers and the Rail- 
way Trainmen finally accepted the proposal, but only after a disheart- 
ening debacle which might have been avoided if the two boards had 
recognized the necessity for an 18} cent award in view of the prior in- 
volvement of the government in a large number of settlements at that 
level. 

The extent of government participation in the “second round” of 
postwar wage increases was much less than in the “first round.” For 
this reason, there was considerably more diversity in the settlements 
The uniform pattern in 1946 was diffused throughout a solid nucleus o/ 
our economy: basic steel fabrication, non-ferrous metals, electrical 
manufacturing, automobiles, rubber, farm equipment, aluminum, ship- 
building, coal and railroads. The 1947 “pattern” consisted of wage in- 
creases of 11} or 123 cents per hour, plus “fringe benefits” (most com- 
monly, paid holidays) sufficient in value to bring the total to 15 cents 
The scope of its application was much more limited, however. It wa: 
confined largely to establishments in the basic steel, automobile, farm 


27 Survey of Current Business, Vol. 26 (Oct., 1946), p. 32. 

28 A further complication was that in 1941 and 1943 the unions had been able to secure bet- 
ter terms than those recommended by Emergency Boards. See Herbert R. Northrup, “Tx 
Railway Labor Act and Railway Labor Disputes in Wartime,” Am. Econ. Rev., Vol. * 
(June, 1946), pp. 324-43. When the Administration persuaded the unions to postpone ‘he 
strike in 1946, it was indicated that a better settlement would be secured. See verbatim 
transcript of telephone conversations among President Truman, Mr. Steelman, Mr. Whitney 
and Mr. Johnston in U. S. News, Vol. 20, June 7, 1946, pp. 71-74. 
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machinery and electrical industries; and even here, there were many 
more exceptions than in 1946. Steel fabricators were released by consent 
of the union; a large number of minor electrical goods concerns granted 

smaller or larger increases; and there were some variations in the farm 
machinery industry. 

To be sure, 15 cent settlements were quite common in the clothing 
industry and elsewhere; and it is probable that the average increase of 
all ree workers was closer to 15 cents in 1947 than to 184 
cents in 1946. However, the clothing agreements and others in the neigh- 
borh ined of 15 cents were only coincidentally connected with the multi- 
ine lustry settlement in the heavy industries. A true pattern involves a 
traceable relationship between one bargain and another, and not merely 
a coincidental similarity. It might be added that the Lewis-Fairless 
agreement in July could be characterized as a 15-cent settlement only 
by the widest stretch of the imagination. 


Thus, when the government left the scene in 1947, a powerful in- 
fluence making for uniformity of adjustments was removed; and the 
notion of a master wage bargain embodying a national wage policy 
receded into the background. It should be kept i in mind, however, that 


if the government should again have occasion to participate actively 
in the determination of wages, it will doubtless serve once more as an 
i ent for linking together a multitude of separate agreements into 
a more closely integrated system. 

6. Rival Union Leadership. It is strange that although controversy 
between political parties is valued and competition among businessmen 
is glorified, rivalry among unions and union leaders is regarded as 
strictly pathological. 

From many points of view, rival union leadership is unmistakably an 

leads to jurisdictional disputes. It limits the extent to which 
unions can discipline their members and underwrite their commitments. 
reduces the effectiveness of the labor movement in public affairs. 
But there is another side to the coin. Leadership rivalry is the life- 
blood of unionism in the United States. After all, the American trade 
inion is pragmatic to the core. It is neutral in ideology and weak in 
political purpose. In the absence of competition for the allegiance of 
workers, there would be little else to ensure its militance and guarantee 
its role as an agency of protest. Moreover, rivalry has been the most 
eflective stimulus to organize the unorganized. Let the reader ask him- 
self if the labor movement would be as far along as it is today, in terms 
of total membership, had there not occurred the split between the AFL 
and the CIO in the 1930’s. 

Union leadership rivalries are of three kinds. The first takes place 
within a single union. There are the in’s and the out’s, the Young Turks 


W age 
rival 
been 
d al. 
niza- 
, and 
C an 
the 
\ ul 4 
th 
> f 
ll O] 
pr 


812 THE AMERICAN ECONOMIC REVIEW 


and the Old Reliables, the right wings and the left wings. All the famili, 
tactics of political meabiitimabion are employed in achieving and hok ing 
power. The second is rivalry among the leaders of separate unions, striy 
ing for preferment in the upper reaches of the labor movement. The 
third is jurisdictional rivalry between dual unions claiming the same 
territory. 

Regardless of the form of rivalry, the wage rate and the wage increas 
are paramount symbols of success. Mr. Taylor states, “The principa! 
non-economic consideration in wage determination in these postwa; 
years is not so much a struggle between employer and union for th 
loyalty of workmen... but an intense competition between labo; 
organizations based upon the magnitude of their demands upon the 
employer and upon the size of immediate wage increases.””*® The mor 
intense is leadership competition, the more certain it is that comparisons 
will be played upon for all they are worth. Practical politics and personal 
animosities combine to make this the one situation in which workers are 
assured of ‘full knowledge.” 

Under these circumstances, wage comparisons are doubly coerciy 
They have an offensive aspect and a defensive aspect. The first serves 
as a disequilibrating force. In order to improve his position and that 
his organization, the union leader is impelled to break the equilibriun 
when conditions are opportune, so that comparisons can be manipulat 
to advantage. The second serves as an equalizing tendency. When a rival 
group has been able to move out in front, the union leader is compelled 
to restore the equilibrium at a higher level. “Equilibrium” is used he re 
in the technical sense, as a point of rest representing the balance of o; 
posing forces. It is often a necessary condition for stable indus trial r rela- 
tions, and therefore has more than academic significance. The equ 
rium itself, however, is highly unstable. The motive to break it is ful 
as strong as the motive to make it. 


Wage Parity Under Rival Unionism 


Coercive comparisons are displayed in their purest form by the 
making and breaking of political wage equilibria between rival unio 
Among the numerous parity systems which might be described, perhaps 
the most interesting are found in a group of related industries cente! 
on the waterfront: water transportation, longshoring and warehousing 

At the present time, there are three unions representing unlicens 
personnel in the Pacific Coast Merchant marine. Deck department 
personnel (ordinary seamen, able seamen, boatswains, etc.) are enrollec 
in the Sailors’ Union of the Pacific, AFL; engine room —* int 


2® George W. Taylor, “Wages and Industrial Progress,” address delivered at Uni 
Pennsylvania, January 10, 1947. 
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Marine Firemen, Oilers, Watertenders and Wipers, an independent 
- and steward’s department personnel in the Marine Cooks and 
Stewards, CIO. On the East Coast, unlicensed men in all three depart- 
ments have been organized by the National Maritime Union, CIO. All 

‘these unions have a common progenitor in the International Seamen’s 
Union, an organization which attained considerable power during World 
War I, disintegrated in the 1920’s, and failed to re-establish itself in the 
1930’s because of internal dissension. The present maritime unions went 
their separate ways when the International Seamen’s Union dissolved 
in 1937. There is still strong rivalry between the National Maritime 
Union, led by Joseph Curran, and the Sailor’s Union of the Pacific, led 
by Harry Lundberg, a rivalry which is kept alive by competition for the 
pe rsonnel of unorganized crews, particularly in the tanker fleets of the 


major oil companies. 

Longshoremen on the West Coast belong to the International Long- 
shoremen’s and Warehousemen’s Union, CIO (Harry Bridges, presi- 
dent), and those on the East and Gulf Coasts to the International 
Longshoremen’s Association, AFL (Joseph Ryan, president). The 
ILWU was established after a revolt of West Coast longshoremen 
against the leadership of Ryan which came to a head in the waterfront 
strikes of 1934 and 1936. The intense rivalry between the two organiza- 
tions is compounded of personal antagonism, ideological differences and 
jurisdictional controversy. 


The author is familiar with the warehouse industry only in the San 
Francisco Bay area. Here also there are two rival unions: Local 6 
of the ILWU and Local 860 of the Teamsters. The ILWU local is 
much larger. Dual unionism results from the fact that the celebrated 

arch inland” on the part of the Longshoremen was countered by a 
‘march to the sea” on the part of the Teamsters, led by Dave Beck of 


Seattle; the two forces came together and stabilized their front lines in 
the San Fransicso Bay warehouse industry. 
in each of these three industries there is a rigid political wage equilib- 


rium which has never been broken permanently in recent years. It is 
that a permanent break would demoralize the present organiza- 
tional structure and ignite severe jurisdictional conflict. 

The 1946 and 1947 wage movements in the merchant marine are 
highly instructive. Wage rates on the two coasts had been equalized 
as carly as 1939 and had moved upward together in subsequent years. 
The monthly base rate for Able Seaman—Class C Vessel (the occupa- 
tional classification universally employed for purposes of illustration) 
stood at $72.50 in 1939; it was increased to $82.50 in 1940, $100.00 in 
1941 and $145.00 in 1945. 

In June, 1946, the National Maritime Union, the Marine Firemen and 
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the Marine Cooks were granted a monthly wage increase of $17.50, The 
agreement was approved by the National Wage Stabilization Board 
and an arbitrator was appointed to dispose of collateral issues. Th. 
Sailors Union of the Pacific had refused to participate in the jnitig) 
negotiations, and now declined to be a “coat-tail rider’’; for reasons of 
its own, the Pacific American Shipowners Association granted increases 
of $22.50 and $27.50 to this organization. When the Stabilization Boar; 
declined to approve the larger amounts, the Sailors’ Union went oy 
strike until the Board was overruled by the Director of Econom: 
Stabilization. 

The National Maritime Union, the Marine Cooks and the Marine 
Firemen could not afford to be left in the rear and therefore joined the 
strike. After the Sailors’ Union had received satisfaction, the other 
unions remained on the picket line, claiming that the new settlement 
had created inequities by setting ‘different rates of pay for men doing 
the same work on the same type of ships.”’ Peace was restored to the 
industry only when the arbitrator who had been appointed to settle 
collateral issues promulgated an award granting the additional $5.) 
and $10.00 to the striking workers. Thus, parity was re-established at, 
higher level. 

In 1947 negotiations were conducted separately on the West and 
East Coasts. In June the Pacific American Shipowners Association 
signed contracts with the Marine Firemen and the Marine Cooks pr- 
viding for a continuation of existing wage scales. A few days later, the 
American Merchant Marine Institute on the East Coast granted a five 
per cent increase to the National Maritime Union. The Pacific Coast 
employers were then compelled to reopen the contracts, which had 
already gone into effect, and eliminate the differential. To do otherwis 
would have guaranteed a year of troubled industrial relations and might 
have provoked a strike. Political realities were stronger than contractual 
formalities. 

In the longshore industry, the ILWU has a coast-wide contract e 
tending from Seattle to San Pedro, while the ILA bargains with local 
associations on the East Coast. North of Hampton Roads, wage rates 
are standardized at the New York City level. In October, 1934, tx 
National Longshoremen’s Board awarded the New York rate of % 
cents per hour to the West Coast group. Another portion of the awar:, 
however, provided that overtime would start after six hours in a 
day; this gave the ILWU a relative advantage. Increases of five cents pe 
hour achieved by the ILA in 1936 and 1937 brought the two groups in 
virtual parity. With a rate of 95 cents, an ILWU longshoreman came 
$8.55 for an eight-hour day (including overtime), while an ILA ‘ong 
shoreman earned $8.40. Thereafter, the two unions moved along = 
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equal steps. ILA settlements were made quickly because of cordial 


90. The relations between Ryan and the East Coast employers, while the ILWU 


sonal, generally required considerable time to catch up because of chronic 
Ae The ynion-management hostility in West Coast ports. Thus, five-cent in- 
| — creases were won by the ILA in December, 1938 and by the ILWU in 
Sonsoi JB December, 1940; ten cents by the ILA in October, 1941 and the ILWU 
ec in February, 1942; and another five cents by the ILA in November, 
gee 1942 and the ILWU, in October 1944. 

he In September, 1935 Ryan agreed to accept a postwar wage increase 


f 12 cents per hour. Large sections of his rank and file revolted against 


Mar; this settlement, however, and returned to work only after Ryan and the 
Marine r 


ed th employers consented to refer the wage issue to arbitration. The ILWU, 

F x working through the National Maritime Union in New York City, took 
ee: an active interest in the strike and gave all possible moral support to the 
do} dissident group. The arbitrator, William H. Davis, awarded an increase 

ing 

"> HE of 20 per cent, or 25 cents per hour. 
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settle 
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Negotiations on the West Coast were unsuccessful and a fact-finding 
board was appointed. The report of the fact-finding board is interesting 
for its recognition of the parity concept. 


The fact is undisputed that wage changes on the Atlantic Coast and the 
Pacific Coast have influenced one another. . . . Moreover, this sensitivity of 
wage movements between the two coasts was recognized by the employers 
and the union in this proceeding. . . . The Davis award has been approved 
by the Wage Stabilization Board, and its terms have been extended to 
other Eastern seaports. This is the inexorable fact which we face.* (Italics 
supplied.) 


The Waterfront Employers Association had argued that its offer of 
18 cents was in accordance with the national pattern of 1945-46. The 

nion had requested the East Coast rate of $1.50 per hour. Both posi- 
tions were rejected by the board. 

In view of the remoteness of steel and like industries to the longshore in- 
dustry, it cannot well be contended that such a pattern (the steel pattern) 
should be applied here in contradiction to the authoritative pattern estab- 
lished in this industry. ... Furthermore, we think it clear that the union 
is unwarranted in demanding the East Coast figure of $1.50. A substantial 
difference between the coasts may be attributed to more than a historical 
factor. It has continued to be founded upon certain contractual advantages 
enjoyed by the Pacific Coast longshoremen. . . . * 


he panel decided to calculate a parity wage with finer precision than 
hitherto had been employed. It took into consideration not only the 


Labor Arbitration Reports, Vol. III, pp. 172-173. 
Thid., p. 173. 


Loast 


816 THE AMERICAN ECONOMIC REVIEW 


six-hour day on the West Coast, but also relative vacation plans, winch. 
driver differentials, penalty rates, and standard size of gangs. The en; 
result was a recommendation of 20 per cent (the Davis award), less on¢ 
cent per hour. “The many variables between the two coasts are such, 
even with more data, as to make impossible absolute scientific exact. 
ness. But $1.37 is the closest parity we can achieve.” 

On September 30, 1946, the ILA received a further wage increase o 
15 cents per hour. This was extended to the ILWU approximately gi 
weeks later. 

Political wage equilibrium in the San Francisco Bay warehouse jp. 
dustry illustrates what is known as the ‘“‘tail-and-dog”’ situation. Local 
860 of the Teamsters is small in comparison with Local 6 of the Long. 
shoremen and therefore bound by the settlement of the larger group, 
As far back as 1938, its wage rates have followed those of Local 6 with 
approximately one month’s lag in every case. On April 1, 1946, Local 
6 received a general increase of 3} cents. In June, Local 860 went int 
arbitration. In support of its demand for a 15 cent increase, it presented 
comprehensive statistical evidence on productivity, profits, cost of 
living and other standard equitable criteria. It criticized the employers 
for implying that “‘we should let the ILWU and the Distributors A: 
ciation do our negotiating.” It argued against being bound by the wag 


rates of Local 6, which had “sacrificed wage rates for institutional e- 
pansion and security.”’ The employers pointed out that Local 6 might 


strike if Local 860 should be awarded more than 3} cents; Local && 
asked, ‘Is this to be arbitration by intimidation?’ 
All the union’s arguments were canvassed in the arbitration award 


but one consideration was clearly dominant: “... The adjustments 


negotiated by Local 860 have been closely correlated with those neg 
tiated by Local 6... To state the collective bargaining situation : 
terms of conslusions from the record, Local 860 wanted a competiti 


rule, and the (Employers) Council declined to bargain with Local § 


advantage over Local 6 by way of either a greater wage or a new working 


on any other basis except the 3} cent wage increase ... ’** The award 


provided for only 33 cents, and a new contract was signed. 


(~ Soon afterward the ILWU local was granted a special increase of 12! 
cents, apparently as the result of a concerted slowdown on the part «! 


warehousemen who were angered by rapid price inflation. Bowing 
the inevitable, the employers under contract with Local 860 voluntar 
opened their contract and re-established parity. 


Tbid., p. 180. 


* Union’s post-hearing brief, In the Matter of Warehousemen’s Union Local 860 and °o 


Francisco Employers Council, November 1, 1946. 


* Arbitration award of Hubert J. Wycoff, Im the Matter of Warehousemen’s Local Union 80 


and San Francisco Employers Council, December 24, 1946. 
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The Manipulation of Comparisons 


S of the methods of manipulating equitable comparisons have 

been suggested. In a context of rival unionism, it is a source of 
litical advantage to break out of the orbit. The employer may be 
tempted to accord better treatment to the union he prefers; this is a 


costly device, however, if the other union is able to restore the equilib- 
‘um. Employers do not fully appreciate that “‘divide and rule” is often 
an expensive policy. 


Averessive unions and ambitious leaders attempt to become “front 
runners.” In 1945-46, the Amalgamated Meat Cutters and Butchers 
Workman, AFL ,were inclined to settle peacefully with the meat packers 
for a relatively small increase. The rival United Packinghouse Workers 
of America, CIO, scoffed at the “‘submissiveness”’ of the AFL group and 
lemanded 30 per cent. As Mr. Selekman describes it: “...As the 
negotiations proceeded, this union (The Meat Cutters) exchanged 
lusty blows with ... its C.I.O.rival, deriding the latter’s strategy and 
chal ng its allegedly inflated promises and claims. But when the 
younger organization had brought its own wage strategy to the brink 
of a strike, the A.F.L. union (perhaps unhappily, but none the less 
inm istakably) declared from the start for a solid front and also called 
its members out on strike.’ John L. Lewis insisted on being a “front 
runner’ in 1946, when he negotiated a valuable health and welfare 
fund in addition to an 18} cent wage increase, and again in 1947, witha 

ilous settlement more than double the “second round” pattern. 

(he employer may use one union as a “stalking horse”’ to establish a 
attern for another union. The Pacific Gas and Electric Company deals 
with the International Brotherhood of Electrical Workers, AFL, and the 
Utility Workers of America, C1O. It regularly bargains with the Broth- 
erhood first. On occasion, however, the Utility Workers are able to 
make a better settlement, in which case the additional benefits are 
awarded to the Brotherhood. It is a matter of great importance to the 
Utility Workers to avoid being a “coat-tail rider.’** In 1946, the fact- 


Benj M. Selekman, “Wanted: Mature Labor Leaders,” Harvard Bus. Rev., Vol. 24 
Summer, 1946), pp. 412-13. 

In 1947 the Chairman of an Arbitration Board declined to recognize the IBEW settle- 

t ling precedent because “one bargaining unit if it tied itself completely to the 

€ giving away its right to bargain, and an arbitration board which tied it tightly 

ther unit, regardless of changed circumstances, would in effect be depriving it of its 

” Opinion of Clark Kerr, In the Matter of Utility Workers of America and Pacific Gas 

Company, May 27, 1947, The Industry Member’s dissenting opinion stated: “In 

ive an understanding of the unique wage problems of the Company, the collective 

g history must be considered. . . . This dual-union rivalry. . . constituted a recurrent 

stable labor relations and a sound wage policy. . . . I believe that Dr. Kerr has failed 

pletely to measure this important factor of dual-unionism, and its continuing impact, in 

I vith the other factors which he cites. . .. The arbitration award . . . has deliber- 

‘y upset the uniformity and equality of wage treatment... . ”’ Opinion of J. Paul St. Sure, 

ine 13, 1947, 
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finding board recommended that General Motors grant an increase of 
193 cents per hour to the Auto Workers. The corporation then offered 
185 cents to the Electrical Workers, which was accepted. It was cop. 
sidered a notable moral victory for the corporation when the Auty 
Workers were forced to settle for the smaller figure. This inciden; 
illustrates how impossible it is to determine whether a strike is won 9, 
lost solely by reference to the monetary sums involved. 

Unions are as much interested in creating inequities as in eliminating 
them. Once they have standardized wages within an orbit of comparison, 
they will focus pressure on an unsuspecting or vulnerable employer and 
attempt to bring him out of line. This being achieved, they will argue 
that other employers should offer ‘equal pay for equal work.” To avoid 
being ‘“‘whipsawed”’ in this fashion, employers combine into associations 
and negotiate master contracts governing the entire group. The unions 
may attempt to ‘“‘whipsaw” the employers under a master contract by 
winning better conditions through the grievance procedure. This is why 
sophisticated employers’ associations, such as those affiliated with the 
San Francisco Employers Council, insist that contracts be administered 
as well as negotiated by their own staff. A grievance becomes the prop- 
erty of the association.*” 


Consolidated Bargaining Structure: the Political Stakes 


It was noted above that there are two kinds of equalizing tendencies 
in collecting wage determination—comparison and consolidation. This 
article has been chiefly concerned with the importance of equitable 
comparison as a connecting link between one wage settlement and an- 
other. A word should be added concerning the consolidation of bargaining 
structure into multi-union and multi-employer bargaining units 
Uniform occupational rates are not inevitable, but there is the same 
pressure for equal treatment which develops under any unitary decision 

What is the rationale of consolidated bargaining structure, from thx 
union’s point of view? We have already argued that bargaining | 
vis-a-vis the employer will not serve as an explanation. One union has 
more bargaining power than a group of unions, so long as it can bring 
operations to a halt by withdrawing its own members. A union can 
achieve higher average wages by “‘whipsawing”’ the employers than 
dealing with them collectively. Lester and Robie’s survey of wags 
under national and regional bargaining confirms this argument. [he 
conclude that “under national or regional bargaining, wage decisiot 
are likely to be more sensible and farsighted** . . . than is the case wher 
the wage pattern for the industry is established by a wage ‘leader’ 

37 Kerr and Fisher, of. cit. 
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local bargé ining, with the union playing one firm against the other... 
The union’s wage demands may be more modest when they apply 
uniformly and simultaneously to all plants in a multiple-employer 


unit... Generally speaking, wage and earning levels do not appear to 
have risen more rapidly under national and regional bargaining than for 
manufacturing as a whole.’%* 


Multi-Union Bargaining. The real advantages of multi-union bar- 
sicioe are administrative and political. Naturally the employer pre- 
fers to negotiate only once instead of several times. It is more con- 
venient for the unions also, since they can share the burden of pre- 
paring evidence as well as the expenses of negotiation and possibly 
arbitration. Negotiations can be completed more rapidly; it is not 
necessary for the employer to delay his reply to those unions who have 
filed their demands earlier until he has had an opportunity to consider 
the demands of the other unions. 

The strongest advantage is the political protection afforded to the 
leaders of the individual unions. They cannot ignore the fact the rank 
nd file will compare their performance with that of the other leaders in 
closely related union group. This such is an obvious orbit of com- 
parison that it is only elementary self-defense to avoid being placed in 
a vulnerable position. Through joint bargaining, they protect them- 
selves against participating in the establishment of inequities. They 
eliminate the possibility of making what appears to be a satisfactory 
sett sess ent, and then witnessing another union making a better settle- 
ment which renders their own embarrassing or untenable. It is mutual 
insurance against the displeasure of the rank and file which recommends 

ti-union negotiations as a form of bargaining structure, rather than 
any enhancement of bargaining power against the employer. This would 
make no sense if it were true, as many authors assume, that trade union 
wage policy is mechanically oriented toward maximization of the wage 
tainment of the highest possible wage rate. Such an assumption 
is not a accurate, however, and need not deter us from noting the real 
determinants of wage policy. 


2. Multi-Employer Bargaining. The chief advantage of multi-employer 
bargaining to the union lies in the institutional security it provides 
against the apathy of workers, the hostility of employers, and the 
inroads of rival organizations. The union cannot be dislodged bit by bit. 
If it is to be dislodged at all, it must be overturned all at once through- 
out the consolidated bargaining unit. This is always difficult and often 


ible to undertake. 


' \. Lester and E. A. Robie, Wages under National and Regional Collective Bargaining 
Princeton, 1946), p. 93. 


Lhions 
All Dy 
IS Wh 
1 
+h +h 
4 

4 


820 THE AMERICAN ECONOMIC REVIEW 


How “industry-wide bargaining”’ serves as a protection against riya] 
unionism has been described by Kerr and Fisher. 
The National Labor Relations Board is charged with the responsibility 
for determining the appropriate unit for bargaining purposes and this 
determines the universe within which the employees vote to select thei; 
agent.... J A history of bargaining with an employers’ association with 
authority to bind its members. . . is a virtual guarantee that the Nationa| 
Labor Relations Board will designate the multi- plant group as the ap. 
propriate unit. This is pow erful protection against the incursion of a raiding 
competitor. When, as in a number of master agreements in the San Frap. 
cisco area, the bargaining unit consists of in excess of one hundred plants, 
the task of organization for the rival union is virtually insuperable. It re. 
quires simultaneous organizing effort over an area much broader than th 
ordinary trade union can manage in order to show a majority of the em. 
ployees of all the plant units voting for new representation.” 


The multi-employer agreement confers the benefits of ‘collective 
bargaining”’ upon the employers, but it has a price; it also confers a kind 
of political sovereignty upon the union. 


It is not easy to conceive of a master agreement developing without the 
concession that there are somewhat autonomous spheres within the in- 
dustrial commonwealth and that one of these spheres belongs to labor an 
another to management. The master agreement is fundamentally a treaty 
. In this treaty, as in others, the recognition of sovereignty is imp licit 


a who sign master agreements, such as those in England 
and Sweden and in various small-scale American industries, have seen 
fit to pay the price. Employers who oppose the development, such as 
those in the great mass-production industries of the United States, 
demonstrate once again that political stakes are paramount over econ- 
omic stakes in collective bargaining; that power is worth money and 
often more than money. 


Summary 


Despite the popularity of analogies from physics, economic behavior 
remains perversely intractable to mechanical analysis. Within the 
several branches of economic theory this is nowhere better illustrated 
than in the theory of wages and collective bargaining. The apparatus of 
equilibrium analysis has been adopted in its entirety. Wages are the 
“price of labor,” established in the “labor market”; collective bargain- 
ing is “bilateral monopoly.” The union is conceived as a monopolistic 
seller of labor. Wages are regarded as emerging from the interaction of 
supply and demand in the labor market. In order to complete the anal- 

“© Kerr and Fisher, op. cit. 
Tbid, 


{ 
| 


t rival 


ibility 
d this 
their 
1 with 
tional 
1€ ap- 
aiding 
Fran. 
ants, 
It re. 
in the 
em- 


ct ive 


Gus, 


ROSS: WAGE DETERMINATION UNDER COLLECTIVE BARGAINING 821 


cy, it is held that competition among buyers and sellers of labor inte- 
rates and unifies the wage structure, while imperfect competition in- 
bits the tendency toward equalization. 

Formally the parallel appears reasonably good. Much could be over- 
looked if the formal analysis worked well, and if, as sometimes happens, 
more or less correct conclusions were reached from false premises. But 
ent wage doctrine is conceptually unsound, practically it is im- 
The results are poor and the lacunae manifold. Where one 


sssibl 
sha should prevail in the labor market, there are many. Labor market 
theorists are so burdened with the task of identifying rigidities and 
imy erfections that little time has been left to make a constructive 
theoretical reformulation. On balance the labor market concept is a 
net liability in wage analysis; there is a fatal disjunction between the 


stiall; limited character of supply and demand and the spatially 
unlimited characteristics of wage determination under collective bar- 


We are not enlightened as to why unions demand what they do, why 
employers grant what they do, and why arbitrators award what they 
do. We are told that the wage structure is a living, breathing organism, 
but its way of life remains a mystery. Viewed in the large, what is 


euphemistically called our “national wage structure” is a maze of di- 
tinctions and differences. Some are more or less in accordance with 
commonly accepted notions of equity, such as distinctions between 
skilled and unskilled workers, or appear to follow economic geography 
or to correspond with the profit position of employers. These we call 
differentials. Others exist without apparent reason. These we call 


inequities. In still other situations with the soundest of economic bases 
for wage distinctions, none are to be found. Some differences persist 


indefinitely, others narrow gradually, and still others are eliminated 
entirely. The national wage veneer seems to consist of little islands 


[Theoretic tet reconstruction must begin by recognizing a few elemen- 


ie of the most engaging aspects of the National War Labor Board’s eminently prag- 


matic program n during World War II was the Board’s capacity to distinguish between “his- 
torical differentials” and “gross inequities” without sacrificing the notion that it was ad- 
ministering the national wage structure evenhandedly and scientifically. Historical differen- 
tials had to be preserved; gross inequities had to be eliminated. In some cases, both themes 
were played simultaneously. For example, In Case No. 240 (Chrysler Corporation), the Board 
stated: “It should be pointed out that differences in rates are not necessarily inequalities in 
rates. On the contrary, the wages paid in American industry are normally characterized by all 
sorts ifferentials created for many different reasons. Under any sound program for sta- 


bilizing wages in this time of war it must be presumed that well-established differences in wages 

ualities.... One must not interpret the above-stated presumption, however, as 
i di ition that established differences in wages can never become inequalities. They may 
be subject to adjustment if they have become inequalities which must be rectified in the in- 


terests of full production of war goods.” (Case No. 240, October 2, 1942. 3 WLR, 451.) 
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tary facts. The trade union is not a seller of labor. It is a political jp. 
strumentality not governed by the pecuniary calculus conventionally 
attributed to business enterprise. (Others are better qualified to judge 
whether this is also true of the business enterprise itself.) The influence 
determining wages run in political rather than geographical or industria] 
orbits. Where a single price does emerge, there is established a prim, 
facie case against the operation of market forces. 

There are forces in society and in the economy making for uniformity 
in the wage structure, but they are not merely the forces of supply ang 
demand. Ideas of equity and justice have long permeated industria) 
society, but the growth of organization has endowed them with com. 
pelling force. They provide the substance of equitable comparisons and 
they govern the administration of consolidated bargaining structures, 
These are the strongest equalizing tendencies in wage determination. 

Equitable comparisons are highly important to workers, employers, 
unions and arbitrators. They attain additional strength through the 
administrative and political convenience of a ready-made settlement, 
They run in limited orbits, however, and not in a single chain through- 
out the whole economy. It is when the several locals of a single interna- 
tional union centralize their wage policies and consolidate their strate. 
gies, when separate industrial establishments are brought under con- 
mon ownership, when the state plays a more active role in setting 
rates of pay, when rival unions compete with one another for jurisdic- 
tion, when related unions negotiate together for mutual protection and 
when employers organize into associations to preserve a common front 
that comparisons become coercive in the determination of wages. Under 
these circumstances small differences become large and equal treat- 
ment becomes the sine qua non of industrial peace. A sixty-day strike 
over two cents an hour may be irrational in the economic lexicon, but 
viewed as political behavior it may have all the logic of survival. 
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THE ANNUAL WAGE—WHERE ARE WE? 
A Review Article 


By HERMAN FELDMAN* 


Guaranteed Wages: Report to the President. By the Advisory Board, Office 
of War Mobilization and Reconversion, Office of Temporary Controls, 

Murray W. Latimer, Research Director. (Washington: Government 
Printing Office. 1947. Pp. xx, 473. $2.00.) 

The Guarantee of Work and Wages. By Josepu L. SNIDER. (Boston: Gradu- 
‘te School of Business Administration, Harvard University. 1947. Pp. 
xi, 191. $2.75.) 

The Guarantee of Annual Wages. By A. D. H. Kapian. (Washington: The 
Brookings Institution. 1947. Pp. ix, 269. $3.50.) 


In March, 1944, the Steel Workers (CIO) introduced a new and 
breath-taking feature in labor demands. It asked that all the wage 
| earners of the industry (some 519,000) be given a guarantee of full-time 
weekly wages (with an increase of seventeen cents an hour, as well) for 
the period of the contract then under negotiation. Almost at once 
several other large CIO unions followed suit. Before this time, con- 
cerns here and there had experimented with wage guarantees. Prac- 


tically none of these plans had covered all the workers on the com- 
panies’ payrolls or guaranteed a full annual wage. The unions’ proposals 
for industry-wide guarantees thus involved a magnitude of the first 


order and substituted for the cautious pre-thought and voluntary 
iction of the individual employer the pressures and unpredictable 
factors of industry-wide collective bargaining. 

This most discussed issue in labor relations came before the National 
War Labor Board that summer. The request for an annual wage guar- 

tee as there presented had been modified to include only employees 
with at least three months’ service. The Board, in the fall of 1944, de- 
clined to grant the demand of the steel workers and unanimously recom- 
mended, instead, further investigation of the subject. A letter of 
December 1, 1944, from Chairman William H. Davis to President 
Roosevelt puts the recommendation in these words: “That the whole 
question of guaranteed wage plans, and the possibility of their future 
+ development in American industries as an aid in the stabilization of 
| employment and the regularization of production, should now be com- 
| prehensively studied on a national scale.” 
* The author, formerly professor of industrial relations in the Amos Tuck School of Business 


\dministration, Dartmouth College, died suddenly on October 16, 1947. The article lacks a 
final summary which was intended by the author. 
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The union proposal that industry provide security of employment 
through the payment of wages had met with wide public sympathy, even 
among many who did not belong to the wage-earning class. Delay in the 
appointment of an investigating committee by no means dimmed the ap- 
peal of the idea. On March 20, 1945, President Roosevelt wrote t, 
Justice Byrnes, Director of War Mobilization and Reconversion, ep. 
closing a copy of the communication he had received from Mr. Dayis 
The President asked the Advisory Board, which he had appointed 
under the War Mobilization and Reconversion Act of 1944, to under. 
take the recommended study. 

This commitment served as a sort of quietus. Demands for the ap. 
nual wage from other unions became less prominent in negotiations, In 
general, people became willing to await the results of the official national 
investigation. At the same time similar studies were initiated by vari. 
ous institutions and by independent economists, and some large corpo- 
rations undertook special analyses in preparation for recurrence of the 
demand from labor. 

The long-awaited government document, dated January 31, 1947, 
was actually made public late in the spring. It is labeled as the Report of 
the above-mentioned Advisory Board, and its page of transmittal js 
signed by George W. Taylor, Chairman; T. C. Cashen, Nathaniel Dyke, 
Jr., A. S. Goss, William Green, Eric Johnston, George H. Mead, Philip 
Murray, James G. Patton, Edward A. O’Neal and Anna M. Rosenberg. 
Actually the Board’s part appears to have been limited to this trans- 
mittal page, with its few conclusions unanimously adopted. 

The rest of the Report, almost 500 double-column, monograph-size 
pages, consists, first, of twelve chapters (185 pages), devoted to a discus- 
sion of various subjects deemed relative to the investigation, followed 
by a summary. Then come appendixes, with sub-sections, containing 
numerous selected studies, tables, charts, case histories and other data 
incidental to the presentation. Placed at the end, for some unexplained 
reason, is the most valuable section—an economic analysis by Professors 
Alvin H. Hansen and Paul A. Samuelson, followed by short comments 
upon it by Professor J. M. Clark of Columbia University and Profes- 
sors Edward S. Mason and Sumner H. Slichter of Harvard University 


OWMR report, or often just the Report. 

Two other studies have become available in recent months. The one 
by Professor Snider, which appeared in the spring, apparently had had 
no access to an advance draft of the OWMR report. The other by Dr. 
Kaplan, sponsored by The Brookings Institution, and published in the 
late summer, shows complete acquaintance with it. 

These three volumes differ in content, quality, incisiveness and em- 
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hasis. But from the group as a whole a comprehensive answer to the 
pl 


em economic questions of guaranteed wages may be constructed. It is the 
7 in the purpose of this article first to comment briefly upon the character of 
the ap. these contributions and then, with substantial quotations, to present 
rote to and appraise their findings. 
General Character of the Three Studies 
oa The OWMR investigation began with signal responsibilities because 
under. ‘t was the official fact-finding agent of a democratic society. Under such 
a mandate, government research needs to be especially objective, thor- 
the an. ough and well written in order to serve its purpose. In this respect, the 
ons. In OWMR report is by no means ideal. While much that is of significance 
ational and value may be selected from it and its actual recommendations are 
y vari- restrained by the evidence, it seems too fearful that employers might be 
‘corpo- dissuaded from adopting wage guarantees or unions from pressing for 
of the them. The intrusion of this viewpoint is perhaps the reason why, as will 
be shown in later pages, the Report disregarded certain extremely im- 
- 1947. portant sectors of the problem. 
port of The volume should also have been made more palatable for general 
ittal is consumption. While some sections are well written, as for example that 
Dyke by Hansen and Samuelson, the volume as a whole suggests a compila- 
Philip tion of good first drafts. Its style is discursive. In various parts simple 
nberg. thoughts seem to be expanded from paragraphs into pages, and points 
trans- easily acceptable into sections belabored with excessive tables and 
jualifications. Such repetition and other faults might have been caught 
ph-size by the authors themselves if this long monograph had been suitably 
discus girded with an index. The lack of such an indispensable and workman- 
Towed like feature is a grievous handicap. 
raining Professor Snider’s book and Dr. Kaplan’s are similar in title and in 
re data some of their content, but they differ considerably in sharpness and 
sJained emphasis. Part I of Snider’s book, on the experience with guarantees of 
fessors work and wages, is a good analysis but this phase of the subject is al- 
sments ready amply covered in previous treatises and by the OWMR report. 
Profes- It is regrettable, therefore, that Snider’s interpretative and recommenda- 
ersitv tory sections which follow are so often merely idealistic treatments of 
as the problems in which closer analysis of administrative realities and more 
intensive economic reasoning are today the pressing needs. Vast areas 
he one of difficulty are removed by pronouncements, such as this, for example, 
ad had concerning government work programs: ‘“The inadequate planning and 
by Dr. poor administration of the past can and must be avoided in the future” 
in the p. 158). But how? 
Kaplan’s book is to this reviewer entirely free from such handicaps. 
idem- fF Jt is a forthright, hard-headed appraisal. It concentrates on the main 
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issues, sets them forth clearly and readably and deals with then 
thoroughly. 

The common elements and the points of difference in the three yo. 
umes will appear in connection with the specific present-day questions 
now to be discussed. 


Definition of a Wage Guarantee Plan 


Almost any business concern can give some sort of guarantee to som 
of the workers for some of the time. Hence economic discussions of the 
consequences of wage guarantees depend to a considerable extent upon 
whether occasional and limited plans or large and widespread liabilities 
are considered. 

The focus of OWMR report is somewhat blurred at the start by so in. 
clusive a definition as to make annual wage commitments a minor part 
of its investigation. A guaranteed wage plan is any scheme “under 
which an employer guarantees to all or a defined unit or group of his 
employees a wage or employment for at least three months” (p. 2) at 
half-pay (p. 5). The Report thus hardly distinguishes a wage guarantee 
from a liberal dismissal wage. Also, it considers as a wage guarantee 
even the platonic type of plan which ‘may be terminable at any time 
by action of the employer’s directors” (p. 6). 

Snider did not intend to limit his book to annual wages. Hence he 
deals with guarantees of any sort and urges individual employers to dis- 
cover how far they can go in offering such guarantees. He takes the stand 
that the annual wage issue is not a realistic proposal if it means a full 
year’s pay to all workers, except perhaps in extremely stable industries 
His main concern is rather with increasing the regularity of employment 
so that thereby greater wage security will result. 

Kaplan’s book, from the start, concentrates on the movement for 
‘“‘a guarantee of year-round employment at a specified rate with regular 
pay checks, assuring the employee a stated minimum of annual income 

. whether or not the volume of production covers the employment 
and wages guarantee” (p. 6). In the wide spread of such risk-taking 
plans are to be found the really troublesome economic and political 
questions. 

Analysis of Existing Plans 


The OWMR report contains an extensive and valuable history 0! 
wage guarantees. Some fifteen plans were introduced prior to 1921, an¢ 
of these ten are still in operation. In spite of the optimism of the 1920 
the number introduced was only two or three a year. In the thirties 
the rate began to step up, but, nevertheless, in January, 1946, there were 
only 196 known guaranteed wage plans in operation in the Unites 
States. In addition, 55 plans are known to have been discontinued, asic 
from 96 plans abandoned in Wisconsin when incentives offered by t 
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tax exemptions of the original form of the Wisconsin Unemployment 


Insurance Act were eliminated. Ten of the existing plans are in master 
contracts entered into between a union and a trade association on behalf 
of their members, and several additional plans cover all the plants of a 


ompany. Hence the total number of establishments covered is esti- 
mated to be more than 500 (p. 44). But all these involve only around 


61.000 mployees. 
[he companies in which guarantees were introduced are in the 
main small, for in 111 out of the 196 cases the number of wage earners 


is less than 100. Only 39 plans, mostly in small companies, provide that 
orkers are eligible for coverage as soon as hired, or within 30 days 


thereafter, and guarantee either full-time hours or pay for the entire 
year (p. 48). In short, the total experience with wage plans, including 


those which guarantee only a moderate proportion of the wage for a 
short period, is extremely limited. Significant, too, is the fact that, in the 


main, the plans were initiated in concerns which thought themselves in 
a ially favorable economic position to adopt guarantees, in which 
there was exceptional leadership, and in which well-developed labor 
relations predominated. These situations did not present the acute 
problems of operating under wage guarantees. Hence the OWMR report 
overstates the case when it describes these plans “‘as an index of prac- 
ticable possibility” (p. 12). 


Both Snider and Kaplan also devote considerable attention to existing 
plans. Kaplan contributes the most telling interpretation of this experi- 
ence. He emphasizes in his first pages that: ‘Firms operating under 


annual-wage plans have been, as a rule, in consumer goods lines with 
relatively consistent demand and predictable seasonal fluctuations in 
output. This is true of the annual-wage plans most commonly cited as 
successful” (p. 7). And in his Summary of Findings he puts this past his- 
tory into proper perspective by stating: “The proposed program of 


nual-wage guarantees across basic industries, as a step toward in- 
creasing the postwar security of wage earners, has raised questions of 
economic policy to which the scattered, previous experiences of firms 
with individual employment stabilization plans are not applicable” 
p. 233). The effects which need most to be analyzed are those resulting 
from the wage guarantees involving large liabilities in businesses or in- 
dustries not suited for them. This need for analysis is even more perti- 
nent when the manner in which extension of wage guarantees is to be ex- 
pected in the future is compared with the voluntary adoption in times 


How Will Wage Guarantees Spread? 


The increase in the number of wage guarantees may well occur in the 
folowing sequence: 
1. Adoption of guaranteed wage plans here and there by individual 
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concerns on a truly voluntary basis. In some cases such plans may by, 
associated with a collective agreement as an incidental or convenient 
arrangement, but without compulsion. 

2. Voluntary extension widely among concerns because current eco. 
nomic thinking had put them in the state of mind to regard this meas. 
ure as contributing to economic stability or harmonious labor relations 
This mode of extension is illustrated by the extraordinary spread of 
employer-initiated group insurance. 

3. Enforced adoption among employers or whole industries through 
the power of unions. 

4. Enforced adoption through government pressure, such as abate. 
ments, tax incentives, or subsidies, or through more direct government 
compulsion. 

In view of the last possibilities, rather than the manner of the past 
growth of wage guarantees, it is surprising that the first pages and the 
main sections of the Report effectively hide the origin of the OWMR 
assignment. It was the outgrowth of an industry-wide demand by the 
United Steel Workers (CIO) for a full annual guarantee of 52 weeks of 
40 hours each for all the workers of the industry. The occasion for the 
investigation is not detected until one reaches Appendix A (p. 186), 
and even after that point the impact of organized labor on industry- 
wide plans continues to be almost completely disregarded. 

The Advisory Board, in its one transmittal page, makes a reference to 
the subject in its conclusion that ‘Adoption of guaranteed wage plans 
should not be the subject of legislative action, but should be referred 
to free collective bargaining” (p. xviii). What in this day is to be con- 
sidered “free collective bargaining” is not discussed. Would the adop- 
tion of an annual wage plan forced by unions’ threats to tie up an in- 
dustry be considered “free collective bargaining’’? 

The OWMR report does declare that “‘A guarantee will not function 
properly if it is accepted by management as a necessary evil to be cir- 
cumvented if possible and discontinued at the first opportunity” (p. 185), 
When wage guarantees, however, become the subject of dynamic 
negotiations, labor and management will repeatedly disagree as to 
what the prospects of business are, and many a firm or industry may 
be forced to accept terms which it fears. The Report hints at this 
problem in an incidental paragraph but dismisses the danger with this 
light touch: 


Discussions with employers have indicated that any concession in the di: 
rection of a guarantee would be merely a base on which a larger operation 
was to be conducted the next year. If, however, the guarantee is not col 
nected with the periodic renegotiation of contracts and if . . . limitation 
liability is imbedded firmly, as a fixed principle, in the initial agreement, 


R30 THE AMERICAN FCONOMIC REVIEW 


| 

f 

| 

+ 

| 

t 

c 

\ 

f 

9 

< 

+ 

i 

: 

4 


nay be 
enient 


nt eco- 
meas- 
ations, 
ead of 


1rough 
abate. 
Tment 


e past 
nd the 
WMR 
by the 
eeks of 
for the 
186), 


lustry- 


once to 
> plans 
ferred 
CON- 
adop- 
an in- 


nction 
be cir- 
185), 
mamic 

as to 


FELDMAN: THE ANNUAL WAGE—WHERE ARE WE? 829 


there is little reason for employers to fear that by agreeing to the guarantee 
they are subjecting themselves in effect to an unlimited drain which will 
endanger both their stability and their solvency (p. 182). 

This is so far from realities of intra-labor factionalism, rank-and-file 
pressure, and the activities of left-wing unionism that one wonders 
where the research staff has been this past dozen years. Certainly the 
subject deserved more mature and detailed analysis of what may ac- 
tually be expected to happen in wage-guarantee demands under the 
existing tensions. 

While the OWMR report ignores even the current expressions of 
organized labor on the annual wage, Snider and Kaplan both discuss 
this subject at length. The high points in Kaplan’s somewhat more com- 
prehensive review follow. 

In general, CIO unions have been more interested than AFL groups 
the fact that support for such guarantees became a sort of official line 
of the CIO. Further, the demand arose at a time of war prosperity and 
full employment. Workers in CIO-dominated industries naturally were 
fearful that the bubble would burst as soon as war orders ceased. In 
turn, many labor leaders found it expedient to identify themselves in 
greater or less degree with the movement for the annual wage. 

In its main publication on the subject, Guaranteed Wages the Year 
Round, the CIO puts forward the annual wage as an important aid to 
the achievement of full employment. Its reasoning contains the not 
unfamiliar syllogism that the guarantee of annual wages means larger 
purchasing power by workers, that this signifies a more sustained de- 
mand for goods, and that this in turn provides the levels of production 
and employment needed to support the guarantees. Such argument, 
which has made a deep impression on American workers, is yet to be 
iliy reckoned with in its effects on our economic life. True, extreme 
demand from unions may be advanced today as mere trial balloons, 
and a good deal less than the official urgings of the CIO will be ac- 
cepted. But the more radical labor organizations already go beyond the 
demand of economic security through union action and suggest that 
ultimately governmental support may be necessarv to assure the full 
wages fixed. 

Other unions recognize that governmental control resulting from a 
too single-minded pursuit of the annual wage may prove far too 
dangerous to the American way of life. Both the federations contain 
leaders who are experienced enough and wise enough to know that there 
is something too easy about obtaining security simply through wage 
guarantees. A number of these regard the annual wage plan as appro- 
priate only in a setting of full employment. Kaplan observes that: 
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“The typical labor leader is quick to note the difference between the 
annual wages obtained during continuous high employment, and the 
kind of guaranteed annual-wage protection that depends on a formal 
agreement by means of collective bargaining negotiations. . . . He js 
likely to point to the varying abilities of competing employers and com. 
peting areas to uphold annual-wage guarantees” (p. 14). Some unions 
are opposed to wage guarantees. According to Kaplan, “The most yp. 
compromising resistance to an annual wage is found among the mem. 
bers of the building trades unions. William Green, in discussing the 
position of the AFL with respect to the annual wage, has emphatically 
excepted construction as a special case in which the annual wage cannot 
be made effective” (p. 39). 

For present discussion it is important to note that “‘Very few unions 
seem prepared at this stage to put their faith in comprehensive annual- 
wage guarantees on an industry-wide basis” (p. 48). This fact is most 
helpful in inducing an objective attitude toward the whole problem. 
Otherwise, ‘‘A connotation that may... creep in is that those who 
are on the side of labor favor the guaranteed annual wage, while those 
who are opposed to the annual wage are opposed to the interests of 
labor’’(p. 13). A good caution indeed! 

Labor unions may as yet be divided on the issue but this does not 
remove the possibility that wage guarantees may be forced upon many 
companies or industries where they are not appropriate. The type of 
union action leading to industry-wide guarantees is pictured by Kaplan 
as follows: ‘“Key companies are selected for strategic convenience, in 
setting the pattern of negotiations for the industry. Once the pattem 
has been set with a representative firm, it is to be expected that the 
model will be followed in negotiations with the other companies of the 
industry” (p. 135). The normally conflicting points of view of unions 
and employers, both initially and during recurring negotiations, must 
be kept in prospect. Such a forced method of rapid extension of wage 
guarantees poses the basic question as to their effects upon economic 
life. Kaplan states the issue as follows: ““‘What direction would business 
policy take on product development, pricing, and related competition 
behavior, in the event that a general guarantee of annual wages is 
applied to an industry?” (p. 12). 


Limitations of Cost and Risk in Guarantees 


The OWMR report recognizes in principle that in a long depression, 
or even in a short decline such as that of 1938, the costs of guaranteed 
wages would be far too high. The memorandum from Hansen and 
Samuelson, warning of the danger of an ambitious program of univers#. 
wage guarantees, uses these words: “Unless a general, many-siced 
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attack is made upon the problem of business cycle stabilization, to- 
ether with a step-by-step industry-wide attack upon seasonal in- 
stability of production, guaranteed wage plans are likely to be so costly 
.s to be doomed to failure” (p. 418). 

The Report itself, however, bases too much of its discussion on an 
assumed moderation of the business cycle. It holds that if business 
fluctuations themselves could be so limited that the total annual em- 
ployment requirements would not decline by more than 10 per cent in 


the worst year as compared with the best year preceding, the average 
costs, too, would be moderate. True, indeed. The Report then also 
recommends limits in the risks of guarantees, applied to (1) the amount 


of work or pay guaranteed, (2) the maximum financial liability to be 
borne and (3) the proportion of employees covered by the plan as, for 
instance, the exclusion of those with less than a certain period of tenure. 


It also suggests (4) an option which permits the employer in effect to 
abandon the plan. 

Such stipulations have their place, but in the Report they are put 
forth in too uncritical a fashion. Of course it is true that: “Any employer 


can obviously give some guarantee of wages without danger to his enter- 
prise, since coverage, benefits, and related terms can be varied in so 
many combinations” (pp. 98-99). An annual wage agreement made on 
July 1, 1946, between the United States Steel Workers of America 
and The Wildman Manufacturing Company, Norristown, Pa., provided 
a guarantee of only 1200 hours—less than 24 hours a week—and is 
made applicable only to employees with five years of seniority. In the 


Bellman Brook Bleachery Co., only eleven highly skilled operatives in 
a plant of 500 workers were under the annual wage agreement (Kaplan, 
pp. 143-44). 


(he Hansen-Samuelson memorandum had cautioned the staff that 
“Guar — employment to a limited number of employees raises 
some t the same policy problems involved in excessive seniority provi- 
sions.”’ The Report should have made note of this memorandum’s refer- 
ence to ‘ ‘the possible evil of carrying seniority and wage guarantees to a 


favored group so far as to create in effect an economic caste system, in 
which one fortunate privileged group is protected completely from the 
vicissitudes of economic life, at the expense of throwing the full burden 


on those left without protection” (pp. 424-25). 

Snider comments that ‘The most common characteristic of so-called 
guarantee plans has been that they . . . have provisions for modification, 
and abandonment at the discretion of the guarantor or under stipulated 
conditions” (p. 52). He advocates such clauses (p. 69) as a means for 
voluntary improvement of employment stability. 

\aplan views all these modifications as reasonable when a concern is 
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independently considering a guarantee but holds that all these limita. 
tions ‘‘avoid the main issue. They are a far cry from the demand for 
guaranteed annual wage across industry as a prior right of the worker 
attached to the industry” (p. 209). 


Cost Estimates 


The simplest and most pressing question about annual-wage guaran. 
tees then becomes: Where would the money come from? In other words. 
who would bear the cost of paying large numbers of workers substantia] 
or full wages at times when they had no work? 

In the OWMR report, case analyses were undertaken of 47 existing 
plans for the idle time which would have been involved, in the five-year 
period 1937-1941, for a full-time annual guarantee for all employees 
having three months’ service. The possible results of a widespread exist. 
ence of annual wage plans during those years would perhaps have 
brought a different result, but during the years included, the average 
annual costs in at least half the cases were 11 per cent or more of the 
actual payrolls. Ten of these concerns had a cost of over 20 per cent, and 
the top one was 33 per cent (p. 75). The figures in five selected cases are 


given also for each of the five years separately. The sharpness of the re. 


cession in 1938 is indicated by the fact that in that year two of them 
would have paid 93 per cent of the payroll for idle time, and a third over 
65 per cent (p. 77). Hence the Report draws the conclusion that “Among 
the 42 establishments covered by the case analysis, 9 cases, distributed 
among 8 different industries, had employment experience of a character 
that is likely to make a full-time wage guarantee feasible without adding 
any limiting features” (p. 98). 

Much of the OWMR discussion therefore adapts the premise that the 
employer’s liability for payment for time not worked by his employees 
would be limited to 10 per cent of the annual payroll of the covered 
group. The Report argues that this limit has value to workers because 
some guarantee is better than none. This may not be strictly true if the 
whole working force of the country is kept in view. In any event, sucha 
watered-down benefit is not the type which brought the issue to the fore. 
One may also question whether “a combination of terms in a guarantee 
can be devised to reduce the costs to less than 6 per cent on the average, 
and yet provide a substantial measure of security for all or almost al 
employees of the establishment” (p. 99). Much depends on what & 
meant by the word “‘substantial.”’ This section is one of the most unco2- 
vincing in the Report and it would have been much better if it had sup- 
plied merely the detailed material. 

Kaplan does not estimate the costs. He assumed “that the unio 
agreement on annual wages will grant protection beyond the figure tha! 
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management, left to itself, would deem perfectly safe to guarantee” 
(p. 162), and that this will involve heavy outlays to support employees 
for whom there is no work. 


Financing the Wage Guarantees 


Whatever the costs may be, how will the guarantees be financed? The 
Report considers chiefly two methods by which widespread guaranteed 
wage plans could be privately financed—an accumulation of large re- 
serve funds and a pay-as-you-go procedure. Though presenting the pros 
and cons, the Report ends by favoring the funding of wage guarantees 
through the setting aside of money each year (p. 144). 

Such creation of large reserves may involve painless accumulation in 
good times, but in what form will the money be kept and how will it be 
disbursed? The Report itself recognizes that the establishment “of very 
great reserves by a substantial proportion of all employers would give 
rise to repercussions in the economy which might have disastrous re- 
sults” (p. 184), but does not give detailed consideration to the financing 
problems. The Hansen-Samuelson memorandum foresees that if really 
huge reserves were accumulated in boom years, adequate to pay annual 
wages to a large part of the labor force in a depression as serious as that 
beginning in 1929, the boom could easily be converted into a depression. 
Reserves of the magnitude required would cause a serious distortion in 
the economy (p. 445). The hint that special credit arrangements would 
have to be contrived in order to reduce the harmfu! possibilities of de- 
pression financing is not enough for this important phase of the problem. 

The pay-as-you-go method likewise has its dangers. Professor Slichter 
believes that its difficulties “‘might not be serious if the depression were 
mild, but the existence of a large number of pay-as-you-go plans would 
increase the difficulty of keeping depressions mild” (p. 470). In his 
opinion, one effect would be to accelerate the tendency of managements 
to strengthen the liquid position of their enterprises at the first signs of 
contraction in business. These efforts of business concerns to protect 
themselves against possible wage liabilities would thus aggravate the 
decline. He advises that ‘“‘The pursuit of liquidity by enterprises during 
periods of contraction ought to be discouraged rather than encouraged.” 
Discussing the effect of pay-as-you-go plans upon the operation of the 
credit system during depressions he concludes: “‘The liabilities imposed 
by these plans would make banks more eager to reduce outstanding 
credits to enterprises subject to the liability and less inclined to extend 
new credits. Thus, pay-as-you-go plans would be a powerful influence 
in enforcing a contraction in demand deposits” (p. 470). 

Slichter therefore suggests a third alternative designed to minimize 
the imposition of heavy liabilities on concerns during a period of contrac- 
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tion and pessimism. His proposal is that definite and not too large 
amounts be set aside as reserve funds and that the liability of concerns 
for wage guarantees be limited to these amounts. This, he states, “wouylq 
prevent the wage guarantee from stimulating employers to attempt to 
increase their liquid assets during periods of contraction. Thus wage 
guarantee plans of this third type would not have unfavorable effects 
upon the expenditures of business concerns for maintenance, replace. 
ments, and expansion” (p. 471). In his opinion the existence of such 
wage plans with limited liability would make a ‘‘moderate, but never. 
theless important, contribution to the stabilization of employment” 
(p. 471). 
Incidence of the Cost 


Wage-guarantee funds, whether built up on a reserve or on a pay-as- 
you-go basis, can come from (1) the concern’s current profits (dividends), 
(2) its past profits( surplus), (3) the payment of lower wages than might 
be otherwise paid, (4) higher prices, or (5) from some or all of these four. 
Conceivably, also, in absolute or relative terms, the elements mentioned 
could remain unchanged if a guarantee plan induced higher productiy- 
ity, but that subject is better treated elsewhere. 

The OWMR report recognizes that only for a very short run could 
wage guarantee payments be at the expense of corporate profits. Even 
if it could do so in certain instances, the question remains whether such 
a shift from profits to wages may not also reduce tax revenue and thus 
really force the burden on the public. 

The Hansen-Samuelson memorandum inclines toward the view that 
a considerable part of the cost of guaranteed wages will either fall upon 
wage rates or affect real income through increased prices. “The guaran- 
teed wage would amount, in these circumstances, to a sharing of the in- 
come between those productively employed and those unemployed. . 
In place of a ‘share-the-work’ plan, we would have a ‘share-the-in- 
come’ plan” (pp. 440-41). 

Kaplan fears the effects of the fixed overhead of wage guarantees on 
price levels and on the business cycle. In regard to the latter the behav- 
ior he envisages is as follows: 


Once the recession has set in, the market reaction promises to be much more 
extreme because of the availability of guaranteed labor which should be 
kept at work. ... 


At the bottom of the cycle, the fringe firms are the least likely to have 
the resources either to engage in a price war or to remain solvent by desist: 
ing from production because of low prices; while at the same time they art 
carrying an unproductive guaranteed pay roll (pp. 161-62). 
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Kaplan believes, however, that where competitive forces prevail it 
would not be possible to absorb the bulk of the annual-wage reserve 
through a rise in prices. He states: 


\Vere an industry in a position to make such a price increase, the incidence 

of the guarantee would be shifted to the customer. We would have in es- 

sence a business decision to increase the tax on the industry for unemploy- 
ent compensation, to be absorbed by the users of the product.... 


If provision for the guarantee reserve funds cannot be shifted to the cus- 
tomer because of competition, and if it cannot be offset by an increase in 
productivity, then it must come out of profits, surplus, or depreciation re- 


serves (p. 165). 

He keeps emphasizing the fact that these financial penalties and risks 
will have the general effect of reducing the appeal of new investments 
and of curbing or discouraging expansion. Summarizing various possi- 
bilities he concludes that: ““The gravest danger in any general adoption 


of the annual wage appears to be for small firms in an industry where 
big businesses predominate”’ (p. 169). 


Wage Guarantees and Consumption 


lo many the appeal of annual-wage guarantees is that in critical pe- 
riods these plans will provide the purchasing power to stabilize con- 


sumption and employment. The Hansen-Samuelson memorandum 
stresses the limitations of this theory. It says: ‘‘Apart from such per- 
sonal re redistribution and its relatively limited effect, we conclude that in 


periods when net investment outlays for the economy as a whole are de- 
ficient, causing a decline in employment and in business profits, the 
guaranteed wage may, indeed, for a time maintain consumption ex- 


penditures” (p. 434). However, if the amounts set aside as reserves in 
boom years were really large enough to cover the risk involved, new and 
serious problems would be encountered. Moderate reserve accumula- 
tions could help to iron out the cycle, but large reserves might seriously 


disturb the savings-investment ratio. This problem is outlined as fol- 


Individuals will not suddenly change long-established customs and habits 
with respect to the disposition of their incomes between consumption and 
saving merely because, from the social standpoint, the turn in the cycle 
calls for an increase in spending out of a reduced income. Thus an offsetting 


increase in consumption cannot and does not occur. Worse than that, con- 

sumption actually falls off when investment declines, since unemployment 

and declining business prospects induce a decline in private spending pat- 

terns 

Unfortunately, economic analysis of guaranteed wages does not seem 

to substantiate the claim that this device would, as a first approximation, 
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necessarily tend to maintain consumption for any appreciable period of time 
at the appropriate full employment levels, .e., roughly at seven-eighths of 
the full-employment level of net national income (pp. 436-37). 


The memorandum therefore observes that “Dollars redistribyteg 
from wealthier common stockholders to workers add something to tot] 
consumption purchases, but less than is usually supposed” (p. 439), }; 
asserts that “Only to the extent that the cost can be saddled on to cor. 
porate profits, and more specifically upon corporate saving and not upon 
investment, will the guaranteed wage plans have any appreciable ex. 
pansionary effect upon the level of over-all production and employment” 
(p. 441). But in the most significant industries such costs cannot thus 
appropriately be put upon corporate savings. This is especially true of 
the capital goods industries, a subject to which we shall shortly returp, 

Kaplan’s analysis of the effects of guarantees upon consumption be- 
gins with a chapter which reviews the data of economic fluctuations of 
various industrial classifications from the standpoint of the types of 
workers in them and the stability of their employment. His observations 
are not unfamiliar but deserve re-emphasis. In the first place, at all 
times, even in those of widespread demand and full employment, some 
industries or areas of economic life advance while others decline. Further, 
as has notably been the case in agriculture, improvements in methods 
of production may enable a particular industry to increase output with 
fewer workers. Beneath the surface correspondence of production, em- 
ployment and pay rolls marked differences in behavior between indus- 
tries and between sub-areas of major industries exist. Kaplan writes: 
There is in general a more marked cyclical fluctuation in durable manv- 
factures, construction, and mining, than in the less durable and hence the 
less deferable lines. But within this general classification of durables or non- 
durables there can be a marked difference in behavior as between producers’ 
lines and consumers’ lines; also between those subject to changes in fashion 


kind and in the amount of goods desired (p. 131). 


Hence “purchasing power,” in the indiscriminate sense, does not neces- 
sarily fill out the hollows in consumption. “Maintenance of the pay-rol 
level, while important for consumption as a whole, will not guarantee 
the maintenance of demand in strategic areas of the economy” (p. 18 
Such a strategic area will now be examined. 


The Capital Goods Industry and the Cycle 


The Hansen-Samuelson memorandum emphasizes that the unstable 
sector of our economy is predominantly that of the capital goods incus 
tries. They assert: 
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lo argue that costs and prices should be raised in such industries flies in 
of certain commonly accepted programs for fighting depression— 
; which stress the need to reduce construction costs, interest rates, 
pital costs in general so as to stimulate investment outlays. It would 
i social accounting to discourage employment in the capital goods in- 

by saddling additional costs on these industries. Such a procedure 
y too likely to reduce the total volume of capital goods outlays over 
the cycle, thereby leaving the system at a lower average level over the entire 
cycle” (p. 448). 


Kaplan calls attention to the fact that a single firm of 500 employees 
in the durable goods field has adopted _a comprehensive annual-wage or 
employment-guarantee commitment (p. 66), and states that this indus- 
try is least ready for such guarantees. 


the 1ace 


The combined private capital formation of the four years 1931-34 inclu- 
sive did not add up to a total equaling the capital formation in the single 
year of 1929; nor did any three of those years in the 1930’s equal the capital 
formation of any single year between 1923 and 1930. Under such circum- 
stances, both the practicability and the desirability of making the affected 
firm or industry carry the whole burden of building up sufficient reserves in 
fat years to take care of the lean would be hard to defend (p. 193). 


On this ground Kaplan believes that no commitment for annual wages 
could be undertaken in machine tools or a similarly sensitive industry, 
less it be for those employees who are regarded as essentially the basic 


crew. Nor does he believe that the wide prevalence of wage guarantees 
in nondurable consumer goods industries would aid the capital goods in- 
dustries. His conclusion is that “‘except for the tendency to moderate 
expansion on the upswing, the cumulation and liquidation of the reserves 


vould have no apparent stimulating effect on the strategic durable goods 
p. 199). This is especially important because he estimates that 
employment directly affected by the capital-forming industries 
would include not less than eight million workers, if the mining, con- 
sti n, manufactured durables, and the transport involved were in- 
cluded (p. 190). 


Wage Guarantees and Productivity 


it is conceivable that most of the cost of wage guarantees to a con- 
cern or industry could be met out of higher managerial effectiveness or 
irom labor’s added cooperation. The possibilities need to be examined, 
but with sober realism. What elements of added productivity may be ex- 
pected from wage guarantees? 

(he first advantage to be considered is better management, leading 
to more stable operations. In appraising this possibility all studies prop- 
erly make a distinction between the cyclical and seasonal problems en- 
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countered by industry. They agree that comparatively little can be done 
by the average business concern with regard to the former but that q 
great deal can be accomplished concerning the latter. However, jf qj) 
businesses started out to stabilize, some of the measures used would be. 
come less available. Professor Mason’s reminder is: 


If all—or even a large number of—employers accepted additional cop. 
mitments under guaranteed wage plans in the expectation that their selec. 
tion of employees would be improved or that their operations could be 
stabilized by diversification, the expectations of a large percentage woy\d 
be unavoidably disappointed. It must also be recognized that the advantages 
of a guaranteed wage plan, which may be real enough as long as the number 
of such plans is small, may create additional disadvantages for the firms not 
adapting to the scheme (OW MR Report, p. 466). 


Moreover, there are dangers as well as advantages in such a scramble 
for stabilization because of unwise business practices in which compa- 
nies might engage in order to reduce paying for mere idle time. For ex- 
ample, the resort to manufacturing for stock and inventory accumula- 
tion, a minor matter in the economic picture of the country when prac. 
ticed by only a few firms, might become a matter of serious consequences 
if widely undertaken. 

A second important element in greater productivity is the general 
morale of the workers and their attitude toward efficiency. Recent litera- 
ture in the field has suggested that a large potential of improved output 


Does this at once mean that merely adopting a guaranteed annual wage 
for one year will have that effect, no matter what other conditions exist 
along with this measure? As illustration, are “‘the buoyant effects . . . oj 
individual economic security” as axiomatic and obtainable as the 
OW MR assumes throughout its own report? 

In these matters the group of research workers of the OWMR seem 
uncomfortably out of touch with the facts of life. The Report makes 
much of the fact that in the plans voluntarily adopted so far there has 
been no adverse effect on productivity. This seems to overlook the fact 
that guarantees of annual wages have been demanded by unions which 
are said to oppose such other elements of productivity as technologica 
change, time study and incentive wages. In any event, it is workers’ c0- 
operation, not overall technical advance which is at issue. A sample 0! 
the kind of half-truths which passed the Report’s own censors is the {0- 
lowing analogy: “The increases in security which have resulted from tx 
adoption of various social insurance measures, beginning with wor 
men’s compensation and running through old-age insurance and unet 
ployment insurance, have been accompanied by marked increases in t& 
efficiency of American workers” (p. 170). 
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Kaplan is not at all certain that “the stimulating and cooperative at- 
mosphere pervading certain firms that have independently set up an- 
nual-wage schemes would carry over into the wider arena, where the 
workers of an industry get an annual wage through union bargaining, 
whether the management is for it or not” (p. 165). Aside from this, and 
not to be ignored, is the danger, voiced in many quarters, that stagna- 
tion may also accompany excessive security. 

A third element of productivity is the relaxation or abandonment of 
defensive rules by unions regarding employee transfer and jurisdictional 
issues. : ew problems are as troublesome today as the attempt to trans- 
fer, temporarily or otherwise, a worker of long seniority to another job 
which the management feels he should do. On this point the OWMR 
seems to disregard the known facts about seniority practices, which give 
millions of workers far more security than a one-year guarantee. The 
main body of the Report takes it for granted that wage guarantees will 
at once have an important effect on the acceptance of transfers and will 
provide flexibility where it is now known to be least in evidence. Evi- 
dently, the Report has not given weight to the comment made in the 
Hansen-Samuelson memorandum that ‘‘Guaranteeing employment to a 
limited number of employees raises some of the same policy problems in- 
volved in excessive seniority provisions” (p. 424). Contrasting the good 
and bad effects of the fear of loss of a job on productivity, that memo- 
randum continues: 

Neither of these last points is so telling as the fact that increasingly in 
modern industry formal or informal seniority rules determine the order of 
er’s lay-off, rather than his own effort and productivity. . . . In order 

ike jobs last they will consciously or unconsciously slow down their ef- 
with detrimental effects upon productivity, costs, and profits. And 

such is the group solidarity of any set of men working in close contact that 


even those workers with high seniority and no fear of unemployment will 

t nd passively pursue these same tactics (p. 425). 

\aplan likewise discounts the belief that annual wages under collec- 
tive bargaining will introduce a significantly more favorable attitude 
vith regard to jurisdictional questions or permit a substantially more 
flexible handling of labor. He argues: 


lhe older unions, representing the highly paid skills, are sensitive to the 
possible weakening of their bargaining position through general application 
of the annual wage. ... boundaries between skills and departments will 
hus have to be crossed. Departmental seniority would yield to general plant 
seniority, in respect to both promotions and layoffs... . The old struggle 
between the skilled and unskilled is seen by the old-timers in labor as taking 


( ew fierceness under the annual wage (p. 46). 
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the Namm Store, of Brooklyn, New York, because ‘The opportunity 
for making interdepartmental transfers . . . was curtailed when a unioy 
contract was signed in July, 1944, that put emphasis on seniority withiy 
a department” (p. 62). He asserts that such inflexibility is merely a tem. 
porary factor which “may take some time” to adjust (p. 67), but such q 
statement should have been supported with impressive facts or reasop. 
ing rather than put forth as mere opinion. 

A fourth element in productivity considered is labor turnover, Wj 
wage guarantees reduce labor turnover? The OWMR report contains 
elementary errors in its discussion of this subject. Its general assumption 
is that reduced labor turnover is an unmitigated good and that labor 
turnover could not be éoo slow for efficiency. In this the Report disre. 
gards the significance of the point made by Hansen and Samuelson that 


After not many weeks, a worker transferred to a new department or hired 
for the first time may be nearly as efficient as he is ever likely to be; es. 
pecially since the novelty of a job often elicits an enthusiasm and zeal which 
wears off with continued experience. Possibly this explains why the alleged 
reduction of cost of labor turn-over has been so ineffective in the past asa 
spur to stabilization (p. 428). 


The Report might have considered this dilemma: labor turnover wil] 
suffer when some firms give annual wage guarantees and others do not 
while if all concerns give annual wages the measure ceases to hold one 
to a job. Labor turnover is better discussed, however, with other effects 
of wage guarantees on the labor force. 


Employment Practices Under Wage Guarantees 


Managements will use various expedients in order to avoid excessive 
liabilities. Unions and individual workers will naturally adopt various 
protective devices to neutralize such measures. These practices are in- 
escapable parts of wage guarantee discussion. Is it not almost certain 
that in anticipation of the date when an annual wage guarantee might 
lapse, unions will try to freeze the labor force through stricter control o! 
the rate of discharge? They will also want to extend the period of per- 
mitted lay-off well beyond the date an annual wage guarantee expires. 

As a counter move by management, a minimum labor force will be- 
come a constant goal of operations./Opportunities for expansion will at 
all times be compared with the increased overhead of wage liabilities t 
new workers. A strong tendency will be in evidence to hold to existing 
volume and to more profitable lines. Among the probable effects, Kap- 
lan believes, would be the tendency to limit employment to the older 
generation of workers and to impair the chances of younger workers 
(p. 202). 


x 
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The dilemma in which many younger workers will find themselves is 
as follows: if they are not covered by the guarantee they will be among 
the first released; if wage guarantees are general there will be less of a 
sarket for younger people. Aside from this, if they are under a guaran- 
e such as the OWMR proposes, now to be discussed, they will be at 
further disadvantage in the labor market. 


te 


r. Will Wage Guarantees and Unemployment Insurance 


ntains The payment of cash by a company to workers who are not employed 
mption raises a variety of questions, small and large, with respect to the rela- 
t labor tion of such a plan to society’s existing provision for the unemployed. 


t disre- 


: In the case of the OWMR an issue which looms largest of all is the pro- 
that 


sal, in some ways astounding, that the guarantee of annual wages be 


r hire coordinated” with government unemployment compensation that 
be; es ocial insurance scheme rather than the individual employers would 
lwhich bear most of the cost. 
allege | The OWMR Report gives too much attention to the separate ques- 
st as ion of unemployment compensation. In many places it reads like a 
ional commission to revise the Social Security act rather than one to 
er devise and evaluate the practical issues of wage guarantees. What is 
lo not, mane to the major assignment of the Report could be put in much 
Id one less space. 
effec lhe misdirection of energy, or the real interest of the authors, is seen 
in the Report’s treatment of experience rating under unemployment in- 
. On this subject, which is only incidental to the guaranteed 
| wage, the writers of the various parts of the Report go “all out.” 
7 xperience rating is made to appear the arch villain of the piece. The 
hae OWMR researchers attempt not merely to kill this foe by continued 
* beatings but also to give a continued demonstration that there is such 
sal hing as punishment after death. Their conclusion, often repeated, 
nich hat experience rating as now practiced in the states “is not satisfactory 
ay either as an employer incentive or as an anti-cyclical device,” (p. 43) is 
g a point which most readers will concede at the outset, either because it 
- is cogently proved or to keep the peace. 
=n The en np shasis placed on that subject i in connection with the present 
‘ quiry shows, however, a confusion in the minds of the authors about 
oe incentives of wage guarantees. This confusion is seen, for instance, 
gh in the statement that “The stimulus which a guaranteed wage plan 
Kap. would give to the employer maintaining it would be larger than the 
nha stimulus of experience rating in unemployment insurance” (p. 17). Of 
oa course, if a wage guarantee is to be imposed on industry (which seems to 


be implied in many a passage) each employer will bestir himself to re- 
luce the liability. But if, as is the intent of other parts of the Report, 


( 
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such guarantees are to be adopted voluntarily, then the employer wit; 
any sense at all will of his own accord try to stabilize his operations jy. 
fore he undertakes dangerous obligations. He will no doubt acquire 
some additional stimulus and knowledge after adopting the plan, py 
he will not start a plan merely to make his bogey more alluringly danger. 
ous. 

The Report also makes much of unemployment insurance because jt 
stakes practically all its cards on using wage guarantees to supplement 
the unemployment benefits payable in each of the states. Since the 
Hansen-Samuelson memorandum proposes that the guaranteed wage be 
‘integrated’ with unemployment insurance, perhaps that is the sourc 
of this recommendation in the Report. With regard to the way of “co. 
ordinating” wage guarantees with unemployment insurance, the Report 
considers several methods. 

The plan which the Report favors is supplementation of whatever 
payments the employment compensation law of a particular state allows, 
Ii, for example, the wage guarantee amounted to $50 per week, and the 
unemployed workers were eligible for $27.50 per week of compensation, 
the employer would supplement the unemployment compensation pay- 
ment with $22.50 from his fund. The procedure suggested is: 


The employee receiving both unemployment insurance and the guarantee 
would register for work and apply for unemployment insurance precisely 
as an unemployed worker does now. If the employer wished to avoid giving 
the employee any incentive to look for another job because he expected 
shortly to need his services, he could pay the whole of the guarantee wage. 
This would prevent the employee from becoming eligible for unemployment 
insurance and he would therefore not have to register at an unemployment 
office (p. 105). 


The employer would save himself plenty by letting the unemployment 
insurance be used to pay a substantial part of the total wage guaranteed 
to the employee. The Report, by some unconvincing figuring, by assun- 
ing that through limitation or otherwise the overall gross cost to the en- 
ployer in the worst year would be no more than 10 per cent of pay roll 
and by taking account of certain tax advantages, states that the actual 
net cost to the employer could be reduced to about 23 per cent of his 
pay roll! In short, what started as an annual wage guaranteed by the 
employer is conveniently laid directly upon the state and the general 
taxpayer. 

Some of the disadvantages of wage guarantees which the Hanser 
Samuelson memorandum had in view help to explain their proposal: 
The guaranteed wage tends rather more than unemployment insurance t 


ward fixity of jobs in regions and establishments to which work must 
brought. . . . Under the guaranteed wage plan the main effort is to provitt 
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yer with work for the worker on his old job or at least in the firm to which he is at- 
tions be. ‘ached; under unemployment insurance the emphasis is placed upon con- 
acquire necting up workers and jobs in any firm offering suitable work (p. 432). 
lan, but ‘he memorandum later mentions that in depression economies or under 


‘danger. tions of bad labor practices, “There is a danger that guaranteed 


Jans, not coupled with effective stabilization planning, could im- 


condl 


wage | 


cause it mobilize men in such a way as to increase labor hoarding and the inef- 
plement ficient use of resources” (p. 451). 

ince the The Report itself therefore states: “It is not to the interest of the 
Wage be employer, the worker, or the public, that guaranteed wages be paid for 


source 


y of *"C0- 


extended periods when other suitable employment is available (p. 119). 
It explains that under the supplementation method workers would 
register at an employment office as soon as the employer was unable to 
Fuse them productively. But not enough attention is given in this con- 
ection to practical limitations of this method of reducing such waste, 
pite of the fact that Professor J. M. Clark had called to attention 


Report 


‘hatever 
> allows, 
and the 
nsation, 


on pay seems only natural that the employment office would give priority to job- 


' seekers who were not covered by guaranteed-wage plans—this on the as- 
imption that such plans are voluntary, and have not become universal. 
hen if social security pays the worker, for example, 55 per cent of his regu- 


larantee 

recisely ‘es, it would pay the employer to let his worker go onto social security 
d giving he only work the employer could find for him to do were worth less than 
xpected per cent of full wages (p. 465). 

Wage 


Kaplan exposes the various practical disadvantages of supplementa- 


loyment 
; in immobilizing the worker through administrative practices: 


loyment 


nnual wage... is essentially a plan which attaches the employees 
— \pany’s pay roll as a member of the working force even when there 
sadnall < of orders. . . . If the guarantee remained in force while the employee 
ee was taking work elsewhere, the new employer would certainly be in an un- 


assum- 
the em- 
ay roll, He also argues that since, in contrast to a man’s normal wages, there is 
: no tax on unemployment compensation benefits, the recipient of full pay 
partly defrayed from unemployment compensation funds would actu- 
lly have a greater net during unemployment than he could obtain from 
pay on full-time work. He sees few virtues in this tie-up. If unemploy- 
ontinued after the wage guarantee expired, many workers would 
ill look to the social insurance scheme and would feel themselves 


rable position in trying to hold his new employee (p. 225). 


actual 


by the a 


[ansen- 

sal: cheated if they could draw nothing. Kaplan holds: 

a 

ince to- Administratively, payment under annual-wage agreement by a specific 
nust be employer and concurrent benefits under the public unemployment compen- 
provide sation fund would seem incompatible. Unemployment compensation is in- 
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tended primarily to tide over the worker while he is in search of otherem. 
ployment. 

To conv ert ‘the moderate unemployment compensation benefits durin, 
enforced idleness into an arrangement for 100 per cent compensation during 
underemploy ment seems of all possible schemes the least calculated to rp. 
sult in additional positive measures on the part of the employer to creat, 
productive employment matching his guarantee, or on the part of the ep. 
ployee to find new employment in justification of his pay check (pp. 224 
25). 


The Government’s Part in Promoting Wage Guarantees 


The proposal of the OWMR that the Social Security act be modifies 
so as to absorb much or most of the burden of private wage guarantees 
may be off tangent, but in other ways the government does have an im. 
portant role in emcouraging the voluntary development of such plans 
There is common agreement on some of the principles of such coopers. 
tion, and violent disagreement on others. 

One recognized need is the removal of obstacles to the development of 
voluntarily adopted wage guarantee plans. Among the largest of thes 
are the laws existing in virtually every state to protect workers against 
withholding any part of wages for more than a few days. Many empley- 
ers might undertake to maintain a stable employment by varying the 
hours from overtime to undertime and yet pay a guaranteed standard 
wage. This would normally involve withholding part of the peak wages 
until a later part of the season or the year. Under existing legislation 
however, in only five states would an employer be permitted to hold 
back some of the overtime pay for as long as thirty days. Most of the 
other states allow only two weeks or one week—a leeway which would 
be of slight help. It is to be noted that in this particular the Geo. A 
Hormel and Co., located in Minnesota, is favored by the law of that 
state, for Minnesota does not have that barrier—an obstacle which 
would be most serious in an industry with marked seasonal swings such 
as characterize the packing industry. 

Another need is the amendment of the Federal Fair Labor Standards 
act with respect to overtime policies. Many more plans for steady ying Qf 
leveling wages might be adopted if prepayment of some wages in slack 
seasons could be balanced by extra hours worked in busy seasons. Ii 
however, such extra hours have to be paid for at overtime rates, 2c 
couraging element of added cost is introduced. The Fair Labor Stan¢- 
ards act does have a complicated provision which exempts employes 
with wage guarantees from such penalties. On this matter the Report ¢ 
fectively states: 

The exemption provision of the act was written so inflexibly and has bee: 
construed so narrowly in the implementing regulations and interpretation 


other em. 


ts during 
On during 
ted to re. 
to create 
f the em. 
(pp. 


modified 
arantees 
re an im- 
*h plans 


coopera- 


yment of 
of these 


employ- 


Ving The 
ULI 


tandard 
k wages 
islation 
to hold 
it of the 
h would 


as Deer 


tian 
stations 


FELDMAN: THE ANNUAL WAGE—WHERE ARE WE? 845 


as to divest it of most of its potential attractiveness. ... It must be 

d to permit flexibility with respect to hours of work in excess of the 

at mits and recognition of guarantees in industries where the stand- 
ard work week is less than 40 hours (p. 13). 


A third governmental adjustment which might interest many employ- 
ers is a change in the tax laws to recognize the setting aside of such bona 
fide reserves as operating costs, even when the plan is adopted by an em- 


| loyer without a union agreement. The rulings on this are not settled 


but there is a belief that such reserves would be considered allowable de- 


til 


' ductions for income tax purposes only if negotiated by ccllective bar- 


gaining (OWMR Report, p. 137). 

~ Tax exemptions of the payment made to guaranteed wage reserves, as 
costs, are recommended by the OWMR, with suitable stipulations. 
These include the following: 

1. The funds shall be paid into a trust with clearly stated purposes. 
(he guarantee should apply to a substantial number of rank and 
file employees. 

3. The amount contributed to the reserve shall not provide a loophole 
for excessive diversion of funds. The amount allowable as a deduction in 
any one year and the amount already accumulated shall be controlled. 

In this connection the recommendation is also made that the carry- 
back carry-forward provisions of the corporate income tax law be ap- 
plied to operating losses sustained in meeting wage guarantees (OWMR 
Re port, p. 139). 

What about more positive government action? Many people will be 
relieved that the OWMR group decided that “‘action by way of com- 
pelling employers to guarantee wages is outside of the scope of the study”’ 

p. 3). The Advisory Board (p. xviii) and the Hansen-Samuelson memo- 

randum (p. 453) both decry compulsion through legislation. But the 
Hansen-Samuelson material does contain a far-reaching proposal to pro- 
mote wage guarantees. This subject is put in a special category as a mere 
addendum to the Hansen-Samuelson memorandum and is labeled as 
not part of their recommendations. It proposes government subsidies 
designed to promote the adoption, by private industry, of guaranteed 
wage plans as part of a rounded government anti-depression program. 
Admitting this to be utopian, the authors nevertheless seem to regard 
the idea as worth considering and suggest some ways in which this might 
be done. One method is a grant-in-aid, with the government share of the 
guaranteed wage cost based on the profit level of the firms involved. 
Another basis suggested is not that of the profits of a particular firm 
but the more general employment and business conditions in the nation 
as a whole. 

The addendum, disregarding innumerable questions of administra- 
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tion and the type of economic system to which this kind of measy, 
might lead, does include a discussion of one obvious limitation: 


As soon as the Government support came into operation, the costs incident 
to the guaranteed-wage plan in any firm would be carried in part by the 
Government and increasingly so as the depression deepened. There woy|; 
thus be less incentive left for the firm to hold down costs by putting the 
largest possible number of covered employees to productive work or by yg. 
curing work for them elsewhere (p. 462). . 


Snider lists various plans, some far-fetched, which have been proposed 
for guaranteeing individual employer’s wages. He mentions, for ex. 
ample, ‘‘a grant-in-aid with no obligation for repayment” (p. 152), He 
ends by rejecting most of them as doing violence to our economic sys. 
tem. Yet he seems to regard favorably the passage of a compulsory wage 
reserve law—one which he blithely introduces with an unrealistic stipy. 
lation: 
It would be essential for the legislation to receive the support of the big ma- 
jority of employers, and it would therefore serve principally to bring the lag. 
ging minority into line. The law should require individual employers to set 
aside periodically out of gross operating income a certain percentage of total 
pay roll, these sums to be accumulated in a reserve for use when unemploy- 
ment appeared. The percentage of pay roll to be deducted and the size of the 
reserves to be accumulated would vary from company to company and from 
industry to industry (pp. 145-46). 


Snider seems to overlook many difficulties. One, for instance, is the mere 
task of deciding in what industry many multi-industry concerns are, 
Naturally enough, he sees the need for thorough preliminary study. He 
benignly concludes: “‘Even so, substantial difficulties would be encoun- 
tered in working out a concrete program.” To which this reviewer adds 
resounding STET. 

Such measures as those suggested by Hansen-Samuelson and Snider 
indicate the types of demands upon government which might come if 
workers became disappointed in the amount or advantages of the an- 
nual wage guarantees they had won. The proposals are significant 1 
supplying a clue to dynamic developments which might follow from 
moderate preliminary arrangements. 


Economic and Political Implications 


Unexpected developments may come from pursuing too singly the 
goal of employment security. Snider, for example, asserts that the wage 
earner should have at least as much security as the bondholder of an en- 
terprise enjoys, a proposition which in itself is morally appealing. Ths 
facile principle needs to be buttressed by cogent facts. Snider assumes 


| 
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that employment security can be achieved by merely “a slight reduction 
‘1 the size of the national income” (p. 140). He raises the key question 


Measure 
of whether the goal of employment security would curtail liberty but he 


> incident disposes of it by moralizing in place of conscientious analysis of its vital 


rt by the 


1ssues 


Te would The movement for industry-wide annual wage guarantees has some 
‘ting the JRF .ecative possibilities. About these Kaplan’s book is full of forceful fore- 
wel hodings. He sees the likelihood of an accentuated trend “in the direction 


of greater controls and uniformities with both management and labor, 
roposed and that protective measures—especially price floors—will get the up- 
. for ex. per hand with resulting greater rigidity in business practices to match 
152). He the rigidity of the wage bill” (p. 374). He boldly asserts: “If, however, a 


seneralized guarantee of annual wages is successfully promoted with the 
thought that the guarantee can be progressively expanded without con- 
tracting and radically modifying our present system of competitive 
private en terprise—then we are confronted with a dream that is destined 
to end only in disillusionment” (p. 211). 
Doubts as to the wisdom of the whole movement are found, as well, 
n the appendixes of the OWMR report. The Hansen-Samuelson eco- 
ic analysis refutes exaggerated claims or hopes made for the guar- 
ed wage and suggests that it might even result in a misdirection of 
y adversely affecting more important programs of government and 
ness designed to promote economic stability. In any event, “From a 
passionate appraisal of the efficacy of guaranteed wages, the device 
ould appear to be, by itself alone, a weak reed upon which to rely in 
ttack on such widespread unemployment as our economy has en- 
red in recent years” (p. 417). 
Caplan fears that “any general blanketing of industry with an annual 
age creates vested rights that run counter to the attainment of the high 
luction levels,” (p. 231) and he holds that ‘‘the drive toward full 
‘mployment would be inconsistent with the widespread guarantee of 
he status quo in employer-employee relationships” (p. 232). His final 
entence is: “A basic decision to be made, before widespread guarantees 
are instituted in any but the already stable consumer lines, concerns the 
id of economic order we are prepared to accept in order to ensure ex- 
ing jobs and pay rolls” (p. 243). 
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CONSENSUS REPORT ON THE WEBB-POMERENE LAw 


Note by the Secretary of the Association—The following report is an oy. 
growth of a proposal made in December, 1943, that the Association esta}. 
lish a system under which ad hoc committees be constituted to produce 
reports ‘focusing and making informed opinion of the members mor 
effective in matters of political importance; 7.e., public policy.” In 1944 
two such ad hoc committees were constituted—one employing the ques. 
tionnaire method and dealing with the subject of the function of gover. 
ment in the postwar American economy and the other seeking to establish 
the area of agreement and disagreement by the panel report method and 
dealing with the problem of agricultural price supports. The work of this 
latter committee was continued. In 1945 two new committees were author. 
ized to report respectively upon monetary policy and the Webb-Pomeren 
act. The former reported at the annual meeting in January, 1946. The re. 
sults of the Committee on the Webb-Pomerene act are reported in the present 
article. The committee consists of Edward S. Mason, Chairman, A. R. 
Burns, M. W. Watkins and Fritz Machlup. T. J. Kreps, Mordecai Ezekie| 
and M. S. Rosenthal, originally appointed, were unable because of other 
commitments, to participate in the final work of the committee and there. 
fore share no responsibility for this report. 

Since the Committee on Consensus Reports has been discharged and a 
new committee has been constituted on public issues (S. H. Slichter, 
Chairman, A. R. Upgren, C. D. Edwards, F. D. Graham, and M. VW, 
Watkins), the Association now has a stable subagency of the Executive 
Committee empowered to implement new experiments of the same sort, 
Every effort will be made to protect the Association in these undertakings, 
as well as its membership. The Association as such is prohibited by its 
charter from taking any position on public issues, but, with appropriate 
safeguards, it is the belief of the present Executive Committee that much 
good may result from the stimulus which these undertakings will engender. 

The following constitutes a complete list of references governing the 
origin, discussion, analytical reports, and reports on the experiments so far 
undertaken: Graham resolution, Papers and Proceedings, 1944, page 4 


agricultural price supports continued, Papers and Proceedings, 1946, pages 
807-31; Reports of Edwards Committee, Papers and Proceedings, 1%, 
page 765; Executive Committee minute, April, 1947, discharging the ol 
and establishing new Committee on Public Issues. J.W.B.] 


Summary 


1. The principal issues involved in a consideration of the Web? 
Pomerene law are the following: 


Report of Graham Committee, Papers and Proceedings, 1944, pages 42425 Ry 
(supplementary Graham report not published); Hardy report, Papers and 

Proceedings, 1945, pages 502-08; Ad hoc committee reports on functions i 

government and agricultural price supports, Papers and Proceedings, 14: 

pages 422-47; Edwards Committee report, Papers and Proceedings, 19+ 5 

pages 832-41, and discussion, pages 842-44; Session on Economic Opinio! i 

and Public Policy, ad hoc committee reports on monetary policy anda PW 
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- a, Are there good and sufficient reasons for applying a different 
standard of permissible action to foreign trade associations from the 
one applied to associations in domestic trade? 

an out. b. If the answer to the previous question is affirmative, should 

mM estab. standards governing the structure and function of export associations 

Produce be incorporated in the law? 

In 194 2. The use of a different standard of restraint of trade for export 

he ques. associations from that for associations engaged in domestic trade in- 

govern- creases the difficulty of enforcement of the antitrust acts because: 

‘stablish a. A distinction has to be made between permitted restraint of 

hod and competition among members and non-permitted restraint of inter- 

tet national trade by act of the association; 

None b. An even more difficult distinction must be made between per- 

The re. itted restraint of competition in export sales and non-permitted 

_— restraint of competition among the same firms with regard to domestic 

AR wal 

oo These difficulties are, however, similar to others inherent in the enforce- 

then ment of the antitrust acts and there is no evidence as yet that they are 

insuperable. 

d anda 3. We assume that the primary intent of the sponsors of the Webb- 

ie Pomerene law was to equalize the competitive bargaining position of 

ateili American exporters in foreign trade competition in which, without an 

ne SOF association, prior to the enactment of the law they were believed to have 

aking operated at a disadvantage. There is considerable evidence that this 
by intent has not been fulfilled: 

a a. The competitive position of small American exporters as against 

es American exporters has probably been injured rather than 

ng the improved by the law. 

$ so far b. The competitive position of American exporters as against 

ge Hi? ign purchasers has probably been improved in cases in which such 

gia improvement was not necessary to an equalization of bargaining 
strength. 

1045 | The competition between American and foreign competitors 

, 1946 has sometimes been eliminated through the formation of international 

)pinion cartels in which the American participant was a Webb-Pomerene 
association. 

3 Pony !. Experience under the law, however, is only partially relevant to 

e the question of its retention or repeal. More basic are considerations 
having to do with the prospective organization of world trade. It is 
possil le that: 

a. Other countries will make extensive use of export and import 
associations; 


b. The anti-cartel policy sponsored by the American government 


a 
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will not eliminate, though it may curtail, international cartel actiy; 
ties; 
c. The trend toward state trading evident before the war wil] , 

greatly accelerated and that the percentage of world trade subject t, 

state trading activities will continue high. 

5. Reflection on these considerations leads some but not all of th. 
members of the committee to the conclusion that the opportunity ¢ 
form export associations may, in certain fields, be regarded as desirab\. 
in order to equalize the competitive position of American exporters. 

6. Some members of the committee, favoring retention of the Webb. 
Pomerene law on grounds suggested above, nevertheless believe that ;; 
is possible and desirable to devise legislative standards governing thy 
structure and functional procedure of export associations. They recom. 
mend amendment of the law incorporating these standards. 

7. Other members of the committee, regarding the Webb-Pomerene 
law as contrary to the principles the United States has adopted for its 
domestic trade and to the organization of world trade for which this 
country strives, favor repealing the law. 


I. The Contents and Limits of the Law 


The formulation of an opinion concerning the merits or demerits of 
the Webb-Pomerene law, governing the association of firms to promot: 
export trade, encounters the difficulty that, until a series of issues has 
been adjudicated, the limits and content of the law are imperiect)) 
known.! It is necessary, therefore, to set out in general terms what we 
assume the law to mean. We regard this law as a closely circumscribed 
exemption to the Sherman act. It permits an association of exporters t 
limit, indeed to prevent, competition among themselves for export 
trade, and in so far to impose a restraint on some part of American 
foreign trade which would be unreasonable and unlawful if imposed by 
the same or a similar group in the same or a similar way on any part 0! 
American domestic trade. It does not, however, extend to the associa 
tion any greater freedom to regulate foreign trade in agreement with 
foreign firms or associations than is permitted a single export im 
domiciled in the United States. An export association stands on th 
same footing as a single exporter as far as international business agree 
ments of restrictive nature are concerned. 


1 The only issue in the interpretation of the Webb-Pomerene law which has to date 2 
finally adjudicated is procedural. The law provides for an investigation and recommend2ts 
by the Federa] Trade Commission, followed by a reference to the Attorney General for fue 
action if an export association fails to comply with the Commission’s recommendations. It = 
contended that this provision had the effect of preventing any action by the Department © 
Justice under the antitrust laws against an export association in the absence (1) of such p* 
ceedings before the Commission, and (2) of a reference of the matter to the Attorney Gene™ 
as a result of non-compliance. In U. S. Alkali Export Association v. United States, 325 US. 
(1945) the Supreme Court held this criterion to be without merit. 
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It has been argued that the conditions affecting international trade 
re so different from those affecting domestic trade that a different 
standard of what consititutes unreasonable monopolizing or restraint of 


ld be applied. We find it unnecessary to examine this argu- 
men r our purposes we assume the Sherman act as given. We con- 
sider only the question whether, on the premise of its continuance, the 
ited exemption granted export associations by the Webb-Pomerene 
law is economically justifiable and administratively workable. If the 


Sherman act were to be amended to permit American export firms to 
enter into various kinds of international business arrangements which 
they, or other domestic firms, could not lawfully enter into for the regu- 
lation of their interests or practices in domestic markets, we assume that 
the same privileges would be enjoyed by export associations. But in 

view the establishment of an association confers no immunities with 
respect to international arrangements (for example, participation in 


) international cartels) not enjoyed by a single firm. 


An export association may lawfully promote the interests of the partic- 
ing firm in one or both of two ways: (1) the association may econo- 


» mize the costs of serving a given market or broaden the market area 


at a given cost; (2) the association may, by limiting the 


| competition among its members, permit a higher price to be charged.” 


| We assume that the first type of advantage would be attainable without 
) the Webb-Pomerene law. An export association limiting its activities to 
' trade promotion would stand on the same footing as a domestic trade 


| } association which undertook to forward the trade of its members with- 


ing of the Webb-Pomerene exemption as an extension to export associa- 
tions of a permission to promote the trade interests of their members 
miting, or even eliminating, competition among themselves in 

export sales. 
Definition of the scope of restraint of trade permitted export asso- 
clations is obviously an important factor in an economic appraisal of the 
legislative exemption. However, it is not necessary, for our purposes, to 
attempt to list all the specific ways in which associations organized 
under the Webb-Pomerene law may with impunity limit or eliminate 
! n among their members, as voluntary groups of trade rivals 


acting in concert may not lawfully do in domestic trade. It may be that 


the adjudication of various issues under the law certain ways of limit- 
ing Competition among association members will be declared illegal. All 


we need to assume is that adjudication will (a) discover an area of per- 


lly the distinction between actions which promote exports without restraint of 

n among exporters and actions which promote the interests of exporters by restrain- 

mpetition with each other is difficult to draw. However it is no more difficult than 
listinction which must, under the Sherman act, be made in domestic trade. 


> Webb. 
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scribed it restraining competition among them. Hence we interpret the mean- 
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missible restraints broader than the area tolerated for associations jy 
domestic trade, and (b) preserve an area of unlawful restraints corre. 
sponding roughly with the interdiction on concerted interference, coer- 
cion or obstruction of outsiders (non-members) by associations jy 
domestic trade. The issue may then be defined as follows: Are there good 
and sufficient reasons for applying a less rigorous standard of what 
constitutes restraint of trade to activities of export associations than js 
applied to associations concerned solely with domestic trade? 


II. Two Dangers: International Cartels and Restraints 
in Domestic Markets 


Although the statute has been in force for nearly thirty years its use 
to date has not been extensive. Some 125 export associations have been 
formed but the mortality rate among these associations has been rela- 
tively high and in 1940 only 44 associations were in force. At a maximum, 
export associations have accounted for somewhat more than 10 per cent 
of the total volume of U. S. exports and, on the average, not more than 
7 per cent.’ Since the volume of U. S. exports averages about 5 per cent 
of the value of annual output and has rarely exceeded 7 per cent, it may 
be seen that the area of economic activity covered by export associations 
is relatively small. On the other hand, it is possible, for reasons to be 
discussed presently, that their potential scope might become substan 
tially larger. 

The interest of those export associations which have shown vitality 
has been rather in the market advantages offered by the presentation of 
a common front than in cost reductions made possible by cooperative 
selling. Some associations in fact do no trading at all but limit their 
activities to policing the sales of their members. A number of export 
associations have entered into international cartel arrangements divid- 
ing world markets and restricting imports into the United States.‘ In 
fact it is obvious that the opportunity to organize an export association 
reduces the legal hazards of international cartel participation and helps 
to implement cartel activities. On the other hand, it is by no means 
clear that vigorous enforcement of the Sherman act in the international 
trade field cannot prevent illegal cartel activities and limit the functions 
of associations to those we assume Congress intended in enacting the 


* Sidney A. Diamond, “The Webb-Pomerene Act and Export Trade Associations,” Columbia 
Law Rev., Vol. XLIV (November, 1944), p. 817. 

‘ Two cases now pending involve complaints to this effect. Cf. U. S. v. Electrical Apparatus 
Export Association, et al.; and U. S. v. U. S. Alkali Export Association Incorporated, & al. The 
Federal Trade Commission took note of such practices in its Recommendations for the Read- 
justment of the Business of the Florida Hard Rock Phosphate Association, Docket No. 2028 
(1945). 
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Webb-Pomerene law. Until the contrary is demonstrated, it should 
probably be assumed—and it is here so assumed—that effective en- 
‘orcement of the Sherman act against illegal cartel activities of export 
associations, aS well as against such activities on the part of individual 
arms, is possible. Making this assumption does not mean that we are 
‘ther sanguine or skeptical of the prospects of effective enforcement of 
antitrust policy in the conditions stated. The assumption carries no 
mplications, one way or the other, on the eventual outcome. 


A somewhat similar but perhaps more serious issue arises in connec- 
tion with the possible effect of export associations on the domestic 
trading activities of their members. The Webb-Pomerene law permits a 
ot companies to exchange information and engage in certain 
types of concerted action for export purposes, while at the same time 
they are forbidden by the Sherman act to carry out the same activities 


in domestic trade. It can be argued, with some reason, that this places a 
heavy burden of responsibility upon the individuals involved. It can be 
held that it is unrealistic to expect that the activities they are permitted 
to carry on in the export business and the knowledge they acquire about 
their competitors will be without any restrictive effects on the domestic 


Activity leading to such an effect in the domestic market is as clearly 
illegal as are the previously mentioned agreements with foreign com- 
petitors restraining imports into the United States or the exports of 

members of the association. However, the information necessary to 
an implementation of antitrust policy may be more difficult to collect 
in the former case than in the latter. That export associations have on 

asion restrained the domestic trade of their members, is, perhaps, a 
fair inference from studies leading to the Federal Trade Commission 
Recommendations for the Readjustment of the Business of the Florida 
P) le Export Association, from the facts alleged in the Complaint 

he United States Alkali Export Association, and from various 

her investigations. That the law has been violated in this respect is, 

however, no evidence of the unenforceability. That the existence of the 

Webb-Pomerene associations raises additional difficulties for the en- 
torcement of the antitrust laws in domestic markets is clear. 

The increased opportunities and temptations which they provide for 
domestic restraints must be regarded as a serious disadvantage of the 
Webb-Pomerene exemptions. It is hardly possible that the climate of 

competition in the export business should not affect competition in 
domestic trade. This problem of increased opportunities for arranging 
restraints in domestic competition is even more important than the 
problem that their prosecution may be made more difficult because of 
the simultaneous existence of permissible and prohibited activities. 
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III. Intended Purposes and Actual Effects of the Law 


Although interpretation of the intent of Congress is always difficult. 
we assume that the primary purpose of Congress in enacting the Webb- 
Pomerene law was to improve the bargaining position of American ex. 
porters. The bargaining position of exporters organized in an association 
has relevance to relations with foreign purchasers, to competition with 
foreign exporters including cartels and combines and to competition 
with other, presumably large, American exporters. 

The law draws no distinction between large or small exporters or be- 
tween export industries dominated by a few firms and those character- 
ized by large numbers of sellers. It may, nevertheless, be fairly inferred 
from the congressional debates that its sponsors anticipated that the 
Webb-Pomerene law would be primarily useful to those export indus- 
tries in which the bargaining position of individual exporters is weak. It 
was thought that such firms would be benefited not only by the oppor- 
tunity to present a common bargaining front but also by the opportun- 
ity of economizing marketing costs through the cooperative organization 
of selling activities. 

Although a few export associations have united the foreign activities 
of a substantial number of exporters, in the main associations have 
flourished in those industries in which a small number of firms hav 
accounted for a large percentage of exports. While it is possible that a 
promotional campaign by government agencies concerned with foreign 
trade might expand the coverage of export associations in industries in 
which the number of exporters is large, experience of the last thirty 
years would seem to indicate that in most industries a specialized export 
firm has more to offer to the small exporter than has an association 

The major benefit then from the Webb-Pomerene law has accrued 
to associations in which a small number of exporters accounted for a 
large percentage of total exports of the commodity or group of com- 
modities in question. No doubt some part of this advantage must be 
attributed to cost reductions accomplished through an association oi 
export activities, though the predominance of large firms, capable of 
maintaining their own foreign services, in many associations and the 
avoidance of foreign trading activity by others, has tended to lessen this 
advantage. The main advantage has clearly derived from the increase 
in bargaining strength attributable to association. On occasion the 
power of the association has been used to injure the interests of small 
American competitors outside the association thus defeating the purpose 
of the sponsors of the law. On the other hand, it must be said that if 
participation in restrictive international cartels were effectively denied 
to these associations, one of the incentives to the control of the com- 
peting exports of outside firms would probably be removed. 
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if it be granted that the law has not encouraged the association of 
smal] exporters in a manner such as to permit effective competition with 
large American rivals—but rather the reverse—what may be said of its 
‘»fuence on the bargaining strength of American exporters in relation 
of foreign purchasers and competitors? Here again it is probably fair to 
say th at the purpose of the sponsors was not to increase the bargaining 
strength of American exporters against small foreign purchasers and 
competitors but rather to permit American exporters, heretofore un- 

ized, to meet the supposed bargaining strength of large-scale or 
organized foreign purchasers and competitors. Although this language 
is very loose, it may probably be said that the purpose of the sponsors of 
the law was to promote associations of appropriate “defensive” strength 
rather than to promote “‘aggressive”’ associations which would “exploit” 
small-scale foreign buyers and competitors. Whether the intentions of 
the sponsors of the law have been fulfilled in this respect it is difficult to 
say. In those industries in which foreign exporters are extensively cartel- 
‘zed the formation of an American export association has frequently led 
to a peaceable division of world markets between the American and 
foreign competitors. In those industries which are not cartelized abroad 
the organization of an export association was probably unnecessary to 
qualize bargaining strength. 

The fac t that in certain industries export associations have persisted 
and flourished is sufficient evidence that association has brought ad- 
vantages to the participating firms. These advantages, however, have in 
certain cases been connected with international cartel connections of 
clearly illegal character. In other cases advantages may have accrued 
from an exploitation of foreign purchasers and competitors which is not 
ompatible with the long-run interest of the United States. Hence, it 
may be said that the intended purpose of the Congress in enacting the 
Webb-Pomerene law has not been completely realized and that in cer- 
tain cases the actual use to which the statute has been put was not in- 

led 


[V. Present Trends in International Trade 


The question whether export associations have fulfilled the purposes 
! the sponsors of the Webb-Pomerene law is, however, not paramount 


in a discussion of the usefulness of the law in the future. More impor- 
tant s the decision whether or not the law should be repealed or 


umended are considerations concerning the kind of international market 
icture American exporters are likely henceforth to confront. Such 
ii uastiens are necessarily very speculative. On the one hand, we 
lave a set of commercial policy proposals advanced by the United 
States for international consideration, looking toward a lowering of 


trade barriers and an expansion of the area of private competitive trad- 
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ing. On the other hand, we are confronted with a long-run trend abroad 

toward organization of the export trades under both private and public 
auspices. On this trend, furthermore, is superimposed a mass of war and 
postwar trading controls which can hardly fail to leave an important 
residue of state trading and state encouragement of private contro] of 
exports and imports in some of the important trading countries, 

If private competitive trading were widely adopted, such case as 
could be made for export associations would be eliminated and repeaj 
of the Webb-Pomerene law would be clearly indicated. If we could rely 
on the repeal of the law to facilitate the acceptance of these views by 
other countries, the members of the committee would be unanimous jp 
recommending its repeal. Is either of these conditions likely to be satis. 
fied ? 

It is not yet possible on the basis of the published material to give a 
precise interpretation of the proposed provisions concerning the elimi. 
nation of restrictive business practices in international trade and the 
avoidance of discriminating practices in state trading. Nor can we at- 
tempt at this time to evaluate the probabilities that the proposals will be 
accepted by the most important trading nations, or to forecast the 
effectiveness of the provisions if they are accepted. In view of this ur 
certainty concerning acceptance and enforcement of, and willing com- 
pliance with the proposed provisions of, the Charter for the International 
Trade Organization, the committee is divided in its conclusions. 

Some members of the committee believe that the potential usefulness 
of American export associations must not be written off so long as we 
must face the possibility that private competitive trading will not be 
the dominant form of international trade in large areas, that state 
trading and bulk purchasing, state-encouraged export and import as- 
sociations in foreign countries and international business agreements 
regulating marketing of commodities will be prevalent. It is with these 
probabilities concerning the organization of world trade in mind that— 
in the opinion of these members of the committee—the proper role o! 
American export associations and the Webb-Pomerene law must be 
assessed. 

Other members of the committee believe that the commercial policy 
of the United States should be in harmony with the principles which it 
has accepted for its domestic trade and with the organization of world 
trade for which it strives; that its policy concerning export trade shou! 
not be dictated by fear that other nations may shape world trade along 
lines opposed to the wishes of the United States. 

The next two sections of the report will present the divergent cot- 
clusions of these groups, the one recommending the amendment of the 
Webb-Pomerene act, the other recommending its repeal. 
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V. Amending the Webb-Pomerene Law 


The committee believes that the considerations discussed above lead 
to the conclusion that, without benefit of concerted action, domestic 
producers in certain export industries would be handicapped in efforts 
to expand their foreign trade. Permission to form wholly voluntary as- 
sociations limiting competition among the members should facilitate the 
attainment of bargaining strength approaching that of foreign pur- 
hasers organized nationally on single-buyer lines, as the prospect 


Moreover, certain cost advantages are clearly realizable in many 
branches of industry from joint action in the promotion and conduct of 
foreign trade, and it is not inconceivable that domestic consumers as 
well as foreign customers may share with the associated producers the 
benefits of these lower costs. 

On the other hand, in numerous export industries the size and ef- 
iciency of domestic producers assure them a strong competitive position 
and at least equality of bargaining power in foreign markets. Further- 
more, in some instances, no doubt, the opportunity to associate with 
domestic rivals means the opportunity to exploit on a monopolistic 
basis small and unorganized foreign purchasers and even to stifle actual 
or potential competitors, at home and abroad. Nor can we overlook the 
distinct possibility that in practice, though the exemption granted from 
the antitrust laws extends only to associations “entered into solely for 
the purpose of engaging in export trade and actually engaged solely in 
such trade,’’ Webb-Pomerene associations may all too readily serve as a 
vehicle for restraint of trade in the domestic market. Businessmen who 
take full advantage of the broad license under the present law to elimi- 
nate competition in export selling almost as they choose are not likely 
to vie strenuously with each other for domestic sales outlets, as experi- 

e amply confirms. 

On balance, it would be difficult, and hazardous, to frame a judgment 
i the net social effect of keeping the Webb-Pomerene act on the statute 
books unamended. Since we do not interpret our terms of reference as 
limiting us to that question, we do not venture such a judgment. We are 
all agreed, however, that if the statute is to be kept in force Congress 
should so amend it as to provide greater assurance that the privileges it 
.ccords will not be abused but will be used to promote an expansion of 
American export trade. In our judgment, this is a proper object of 
egislation and was, in fact, the end which Congress originally had in 
view in adopting it. The difficulty is to adapt the means to the end. 

Une way to accomplish this might be simply to confine the privilege 
‘o exporters in those lines of trade in which associations either (a) are 
ueeded for the defense of legitimate commercial interests against either 


“ 


and 

tant 

OL Of 

peal 

rely MM indicates they will be more and more frequently in coming decades. 
hy 

alis- 

ve a 

the 

I] be 

tr 

oMm- 

tate 

if 

hit 


858 THE AMERICAN ECONOMIC REVIEW 


monopolistic or monopsonistic combinations abroad, or (b) give promis 
of effecting genuine economies in the promotion and conduct of foreigy 
trade. Presumably Congress would find it expedient to delegate the ds: 
cision on which industrial groups applying for a license did, and whic, 
did not, qualify for the privilege of association under one or the other of 
the specified conditions. 

If it were possible to distinguish readily between situations in which 
associations are “‘defensively”’ justifiable or economically advantageous 
and situations in which they are neither, we would recommend the 
adoption of such an administrative licensing procedure. Our reflection 
on this problem has led us to the conclusion, however, that the adminis. 
trative device would be unworkable, in the premises. It would be ex. 
ceedingly difficult, if not impossible, to devise legislative standards. 
which would be administratively and judicially applicable for determin. 
ing the marketing conditions which would make the members of g 
particular industry eligible for a license to form an association. Export 
associations could, of course, be required to assume the burden of prov. 
ing that their formation was necessary in order to equalize bargaining 
positions. But upon what standards could such a proof rest? What is 
involved is an evaluation of market relationships far more intricate than 
any on which proof of violation of antitrust laws now rests, and more 
nebulcus even than the grounds on which certificates of “public con- 
venience and necessity”’ are issued or withheld in certain fields of enter- 
prise. 

The impracticability of this expedient does not, in our judgment, 
preclude the possibility of revising the Webb-Pomerene act in a manner 
that will at once enable export associations to perform a useful role in 
the development of foreign trade under conditions likely to be en- 
countered in the proximate future and reduce their susceptibility t 
perversion. 

Another way to adapt the means, voluntary association, to the end- 
facilitating an expansion of export trade—would be for Congress to es- 
tablish standards for the organization and procedure of export associ 
tions which would provide internal checks against the abuse of the 
privilege of concerted action. Without subjecting them to arbitran 
administrative discretion, Congress could lay down minimum requitt- 
ments for their form of organization and method of operation. Such a 
program could expose their activities to the light of reasonable pub- 
licity. It could also provide internal safeguards calculated to keep até 
minimum (a) subordination of the commercia! independence and com- 
petitive interests of the members, and (b) interference with the oppor 
tunities and operations of outsiders. 

Our deliberations on the possible role of export associations in post 
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war trade have led us also to the conclusion that it would be a compara- 
tively simple and easy task to devise legislative standards for the struc- 
ural constitution and the functional procedure of these privileged 
sroups, standards which would be administratively and judicially en- 
forceable—as well as practically expedient. At present, the law is silent 
on this vital subject. It provides no structural standards whatsoever for 
the “associations” it authorizes, and the only procedural standards it 
sets up, if they could be called that, have to do with the behavior of the 
members of the group in their relations with outsiders. Thus, they may 
not restrain the trade of a domestic competitor, and they may not “enter 
into any agreement ... which artificially or intentionally enhances or 


depresses prices in the United States ... .’’ Presumably the latter limi- 
tation refers to “agreements” (cartel arrangements) with foreign com- 
petitors. 

pe 


Sound public policy seems to us to call for statutory specification of 
standards to govern the form of organization of these groups on which 
Congress has conferred a special privilege (partial exemption from the 
antitrust laws). For example, what, if any, limiting conditions on eligi- 
bility for membership, or on withdrawal from membership, may an 
“association”’ establish? What are the minimum (and maximum) obliga- 
tions of membership in the group? How broad and how narrow may an 
association make the range of responsibilities, the rights and duties, of 
its officers and directors? These are questions which in our judgment 
cannot prudently be left to the discretion of private groups vouchsafed 
a special franchise for “‘self-government in industry.” 

To illustrate, Congress might well consider the advisability of stipu- 
lating that export associations be incorporated under a federal coopera- 
tive marketing act comparable to that of 1926 applicable to agricultural 
groups, but embodying the stricter standards of the Clayton act, Sec- 
tion 6. In addition, either the suggested cooperative marketing act or 
the Webb-Pomerene act amendment might establish the rule of one 
member—one vote for export associations. The statute might require the 
adherence of exporters of a minimum percentage of the class of products 
aliected as a condition of eligibility for a charter. It might require 
chartered export associations to serve as joint sales agencies of the 
members without discrimination, to distribute the proceeds of sales ac- 
cording to a prescribed formula, to sell only by grade or under a common 
trade-mark in foreign markets. It might prescribe qualifications of as- 
sociation officers and directors, for example, providing for rotation of 
directorships among members and for independence (vis-a-vis particular 
members) of management officials. These are only suggestive of the 
possible range of standards which, after due deliberation, Congress 


might elect to set up for the governance of these enfranchised groups. 
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Similarly, statutory prescription of at least certain basic features of 
the rules of procedure of these export associations appears to be an ap. 
propriate means of minimizing the risk of their perversion. In particular 
the law might expressly forbid any quota restriction on the supplies 
offered the association for export marketing, leaving the association free 
to accept tenders on the most advantageous terms. Again, such matters 
as the frequency and scope of periodical accounting (for the discharge of 
their functions) by officers to directors and by directors to members, as 
well as the extent of publicity required concerning the nature and out- 
come of association activities, are clearly within the recognized province 
of public regulation—the more so as regards organs of business cop- 
federation. 

We do not conceive it to be necessary, in the present connection, to 
canvass all the various structural and procedural standards which Con- 
gress might set up to govern the organization and conduct of export 
associations. Much less do we regard it as incumbent on this committee 
to assess the advantages and disadvantages of the several possible 
standards and try to formulate a group of standards which would b 
most likely to insure the proper functioning of export associations, ac- 
cording to the apparent objectives of the Webb-Pomerene law. For our 
purposes, it suffices to indicate the direction in which amendment of th: 
law might most effectively contribute to (a) its enforcement, and (b) the 
realization of its aims. This we have done. 

In summary conclusion, if the committee’s terms of reference were to 
be interpreted as calling for a judgment on the bare alternatives of re- 
peal or preservation of the Webb-Pomerene law as it stands, we would 
be hard put to it to reach a decision. But we do not so interpret our 
assignment. We are of the opinion that the law can be amended to make 
it a more efficacious instrument of legislative policy. Our judgment is 
that the most expedient and feasible line of amendment would be 1 
establish statutory standards for the organization and conduct of thé 
export associations authorized. Given suitable amendments along this 
line, we believe that not only might Webb-Pomerene associations serv: 
to strengthen the competitive position of American exporters in world 
markets and to equalize bargaining power between them and foreig! 
purchasing organizations, but also to raise the plane of competition 11 
international trade and thus to improve the prospects of a gradual re- 
invigoration of a free world economy. 


VI. Repealing the Webb-Pomerene Law 


re- 


Some members of the committee reject the contentions in the fo: 
going section that, without benefit of concerted action, domestic 
exporters in certain industries will be handicapped and that, to approx 
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mate their bargaining strength to that of foreign purchasers, permission 
should be granted to exporters to form voluntary associations limiting 
competition among their members. The principal reasons for this con- 
clusion are: 

{. Cost reductions from joint action in the promotion and conduct of 
foreign trade, while possible, have been shown earlier in this report 
nage $52) not to have been an important benefit accruing from the Webb- 
Pomerene law. There is no evidence that the law will operate differently 
in this respect in the future. 

2. “Equalization of the bargaining power” of groups of American ex- 
porters and their foreign buyers is not necessary to protect most Ameri- 
can exporters from exploitation by foreign importers. Exports account 
for a relatively small proportion of the demand for most American 
products. In consequence, manufacturers are under little pressure to 
accept for exports lower prices than for domestic sales. If the American 
producers are sufficiently competitive to be unable to accept lower 
prices for foreign than for domestic sales, foreign buying monopolies 
will find that great restriction of purchases is necessary to achieve re- 
duced prices for American exports. The restriction of purchases will 
usually not be worth the result. 

3. Combination among American exporters where export sales are a 
considerable proportion of total sales means that an organized group of 
exporters will face an organized group of importers (or a single importer). 
Whether or not this situation can be said to result in “equality of bar- 
gaining power’’ on each side of the market is debatable. In any event, no 
competitive solution is feasible when one seller faces one buyer. Both 
sides are impelled to resort to specious bargaining techniques, including 
bluffing, tracking and political pressure. ‘Collective bargaining” be- 
tween American industrialists and foreign purchasing agencies invites 
nationalist and anti-foreign feelings, leading to conflict between nations. 
National governments are urged to come to the support of their foreign 
trade agencies and a new and rich source of international friction is 
opened up. We should do our best to discourage organized selling and 
purchasing among nations. The United States has recently shown great 
wisdom in asking the governments of foreign countries to withdraw the 
purchasing commissions they had maintained here during the war. 

Disparities of bargaining power on either side of a market occur 
within our own country. But the accepted public policy is to deal with 
concentration on one side of a market by restricting or reducing con- 
centrated power and not by fostering concentrations on the other side 
of the same market. 

4. American export combinations may serve to transmit from country 
(o country pressures to combination in international trade which strike 
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at the root of the present American policy of removing or reducing 
barriers to this trade. Organized American exporters may be tempted. 
under foreign pressure, to sell at lower prices in foreign than in domestic 
markets. Unification of policy among American producers is a necessary 
instrument of such a policy of dumping. Such a policy penalizes buyers 
in countries where importers have not combined in restraint of trade. tl 
These countries may have good reason to believe that they are being 
exploited by organized American exporters. Using the arguments stated 


earlier in this report (to justify organization among American exporters t! 
they can justify organization among their own importers or a state ti 
monopoly of import. Thus, in self defense they may combine to obtain A 
the advantages which American exporters are enabled by their combj- 

nation to grant when sufficient pressure is brought to bear upon them, t) 


5. Effective organization in the American export trade cannot be pre- 
vented from enhancing monopolistic tendencies in the industry in the 
home market. To expect manufacturers to discuss and agree upon 
prices, volume of sales, and marketing practices in relation to exports, 
but to forget all these discussions in planning their domestic production 
and selling policies is unrealistic, more particularly as export policies it 
have direct effects upon domestic policies. Dumping, for instance r 
penalizes domestic buyers who cannot be protected from combinations 
of exporters. No feasible statutory controls over the organization and 
conduct of export associations seem likely to succeed in insulating re- U 
straint of foreign trade from operations in the home market. 

6. Agreements among American exporters will fail to “equalize th 
bargaining power’”’ of sellers and buyers in a number of important trades 
unless the American exporters can come to terms with competing foreign 
exporters in other countries. Such agreements may enable Americar 
exporters to achieve a given volume of particular exports at higher 
prices than otherwise. Although such sales may throw no direct burde: 
upon domestic consumers of the same product, they are contrary to th: 
national interest because of their reactions (above mentioned) upo! 
restraint of trade in domestic business, upon international conflicts and 
upon the prospect of freeing international trade from many of its present 
restrictions. Section II of this report reveals that ‘“‘a number of export p 
associations have entered into international cartel arrangements’’ but 
assumes “‘that effective enforcement of the Sherman Act against illegal 
cartel activities . ..is possible.”” The prospects of successful enforce: 
ment, however, are admittedly very uncertain and failure to prevent 
American export cartels from contributing to the further development 
of international cartels would destroy American efforts to free inter- 
national trade frem all removable barriers. Furthermore, it is difficult 
to see how regulated export cartels can “raise the plane of competition 
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international trade” (page 860). The reinvigoration of a free world 
y and the achievement of a higher plane of competition are 
likely to be achieved by the removal of barriers to, and controls 

r, trade 
We, therefore, recommend the repeal of the Webb-Pomerene law on 
the general ground that present American foreign policy calls for the 
removal of restraints in international trade rather than their elaboration 
, the form of defensive combinations in restraint of American export 


hii 


trade. The removal of such combinations should go along with the reduc- 


tion of import duties as an earnest demonstration of the sincerity 
American proposals with regard to freeing international trade. But, 
ad Ktion, necessity for restraint of competition in the American export 


trade to meet restrictions upon competition among importers is not 
n. Finally, the repeal of the act would remove a means of restrain- 
ing trade within this country. 


Reasons for Divergence of Opinion 
In view of the foregoing divergence of conclusions as to policy, we find 
it desirable to make explicit the reasons for this divergence. These 
reasons are: 
1. Difference of opinion as to the extent to which international trade 
ill be subject to greater private or public control in the future than in 
the interwar years. 

2. Difference of opinion as to the necessity for, and the economic con- 
sequences of, efforts to “equalize the bargaining strength” of groups of 
American exporters, either with that of rival exporters in international 
trade or with that of purchasers. 

Difference of opinion as to the extent of the repercussions upon 
domestic trade of agreements restraining competition in the export 
trade (including differences of opinion as to the feasibility of enforcing 
liflerent standards of competition in domestic and in foreign trade, es- 
pecially upon firms active in both fields). 

Difference of opinion as to the feasibility of devising statutory 


standards for the organization and conduct of export associations to 
prevent their perversion. 
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CAPITAL GROWTH AND EQUILIBRIUM 


By T. C. ScHELLING* 


Two recent papers by Professor Evsey Domar have clarified the dua} 
role of investment in the economic process.’ On the one hand, invest. 
ment adds to the capital stock and enlarges productive capacity. On the 
other hand, investment is a component of the national income, Strategi 
via the multiplier, and a generator of current employment. These two 
aspects of investment have usually been treated separately, since the 
one is a long-run matter, the other an immediate fiscal problem. Domar 
combines the two aspects; and he derives the concept of the “required 
rate of investment (or income) growth” for full employment. 

In his first formulation of this analysis,? Domar indicated a policy 
conclusion regarding the effect on private investment of a government 
guarantee of national income growth. Briefly his conclusion was that if 
private business can be made to expect national income to grow at the 
“required rate,’’ there will be a tendency for private investment to re 
spond to this expectation in such aggregate volume as to effectuate that 
rate, justifying expectations and leaving to government only the role of 
creating appropriate expectations.® 

This conclusion is very similar to one reached by Mr. R. F. Harrod in 
an article entitled “An Essay in Dynamic Theory.’ Mr. Harrod, in that 
article, inquired what rate of income growth would tend to maintain 
itself, and arrived at the same rate of growth as Domar’s “required 
rate.’’ While Harrod’s rate of growth does not necessarily entail full em- 
ployment of labor but only full utilization of plant capacity, it could 
entail full employment if the latter obtained at the starting point. This 
is the case which is identified with Domar’s required rate of growth. 

The present paper will concern itself with the equilibrium aspect 
the growth rate, that is, the tendency for the appropriate rate of growth 


* The author is a teaching fellow in economics at Harvard University. 

+ “Capital Expansion, Rate of Growth, and Employment,” Econometrica, Vol. 14, No. 
(April, 1946), pp. 137-47; “Expansion and Employment,” Am. Econ. Rev., Vol. XX XVII,» 
1 (Mar., 1947), pp. 34-55. 

? “Capital Expansion, Rate of Growth, and Equilibrium,” Part IV: Guaranteed Growt! 
Income, Econometrica (April, 1946), pp. 145, 146. The more recent statement of his thesis © 
Professor Domar, in the American Economic Review, March, 1947, does not include a discus 
sion of this aspect of the growth rate. 

+ ‘Thus a mere guarantee of a rise in income (if taken seriously by the investors) will a- 
tually generate enough investment and income to make the guarantee good without neces 
sarily resorting to a government deficit.”” Econometrica, April, 1946, p. 146. 

* Economic Journal, Vol. XLIX (Mar., 1939), pp. 14-33. 
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to maintain itself in a capitalist economy. The similarity between the 
present issue and certain aspects of the acceleration principle will be 
noted in the second part of the paper. Professor Samuelson’s ‘‘Inter- 
action Between the Multiplier Analysis and the Principle of Accelera- 
tion’’® will be seen to be akin to Harrod’s analysis. To begin, however, 
we shall give a brief outline of Domar’s derivation of the required rate 
of growth. 

Essentially the issue is this. The community saves a fraction, a, of its 
income at full employment. If (FY) represents a full employment level 
of income, then a(FY) must be the rate of investment if that full em- 
ployment level of income is to be attained. New investment of a(FY) in 
the course of the year adds to the productive capacity of the economy. 
Let « represent the ratio of added productive capacity® to added capital, 
ie..o=A(FY)/I. Then the potential (full employment level of) income 
is increased by o times this year’s investment, or ca(FY). So next year’s 
full employment level of income will be equal to (FY)+ac(FY) 
=(FY)(1+aa). Savings out of next year’s income would then be a(FY) 
(i+ac).... Investment must then equal this amount if full employ- 
ment is to be maintained next year. Furthermore, this investment will 
add ac(FY)(1+ac) to the following year’s potential income, making the 
fullemployment level of income equal to: (FY)(1+ac)+a0(FY)(1+ac) 
=(FY)(1+ac)? in that year. Likewise, investment must then grow to 
a(FY)(1+ ac)? in that year if the larger potential is to be realized and 
full employment maintained. Thus the initial full employment invest- 
ment of a times (FY) grows at the proportional rate of ag, per year, as 
does the level of income. Failure of investment to grow at this compound 
interest rate means failure of realized income to utilize productive capac- 
ity, hence underemployment. 

And this thesis is intuitively plausible, even without the formal analy- 
sis: the investment which helps us attain a high level of employment 
this year increases the magnitude of our problem next year by adding to 
our productive capacity and thus increasing the required volume of ag- 
gregate demand. 

In case investment should grow not at the required rate but at some 
rate r less than ag, it can be shown that income tends over time to be- 
come a fraction=r/a¢ of potential income, that is, only r/ag of existing 
capacity is utilized.’ We have, then, the paradox, which has lost its 


* Review of Economic Statistics, Vol. XXI, No. 2. (May, 1939), pp. 75-78. 

_ * “Added productive capacity” refers to the addition to potential output of the economy, 
.¢., the increase in full-employment national income. 

’ This part of the analysis is useful mainly in giving clear expression to this paradox that the 
less capital you build the more you have left over. The precise formulation of the ratio of 
realized to potential income, r/ae, which Domar calls the “coefficient of utilization,” is log- 
ically not quite appropriate. In the first place, a is the fraction saved at full employment under 
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mystery in the last decade, that a low rate of investment results jy 
excess capacity, while a higher rate may lead to full utilization. In othe, 
words, the way to eliminate excess capacity is to build more. 

Professor William Fellner has pointed out a corollary inference.’ 0; 
each year’s investment a fraction, a, must be directed toward enlarging 
capacity in capital goods industries. Of the increase in income, only 
(1—a) will be purchased for consumption, the remainder will be en. 
larged investment; hence, to anticipate the increased demand, investors 
in capital goods industries prepare to supply the fraction @ of the ad- 
ditional output. Thus investment for further investment is put in a key 
role; only if the continuous expansion of investment is anticipated cap 
this year’s investment be adequate for full utilization of resources. It js 
equally true, however, that this year’s investment in consumer géods 
industries will be justified only if investment grows; hence all of this 
year’s investment—not just that in capital goods industries—requires 
for its justification the future growth of investment. 

We now proceed to the main purpose of this paper: to investigate the 
extent to which, or the circumstances under which, this required rate of 
growth may tend to maintain itself. Since Mr. Harrod approaches the 
entire problem from this direction, our reference will shift here from 
Domar to Harrod, although Domar’s views on this aspect will be dis- 
cussed below. Mr. Harrod begins directly by inquiring what rate of 
income growth would tend to maintain itself. His approach is thus ex- 
plicitly an equilibrium analysis. He works with the familiar concept oi 
consumption, or savings, function; and he defines a ratio of added pro- 
ductive capacity to added capital stock which is virtually the o used 
by Domar. We shall therefore use @ and a as defined already, in discus- 
sing Harrod’s work. 

Harrod’s approach is this. There is some rate of growth of national 
income which tends to be self-justifying in the sense that expectations 
are fulfilled, plans are realized. This rate of growth is the proportional 
rate=ac. For if investment of J in the first year grows to I[(1+ac) .. 
in the second year, J(1+ac)*— in the ¢* year; then income of (FY) =//c 
in the first year grows to J(1+aa)/a in the second year, I(i+ac)*/,in 
the ¢ year. If we look at income in any two consecutive years, Y ;_; and 


conditions of sustained full employment; a lower rate of saving may result when income nsés 
at a slower rate under conditions of steady underemployment. And o was similarly defined 2s 
referring to circumstances of sustained full employment. There are arguments why the rat 
of added capacity to added capital stock might be either greater or less under conditions « 
slower growth and underemployment; there is little reason to suppose that the same rat 
should apply under both sets of circumstances. 

® William Fellner, Monetary Policies and Full Employment (Berkeley, 1946); passim, © 
pecially pp. 25, 29, 45. 
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y, we find that 
—gI,_;, which is precisely the additional capacity which resulted from 
the investment of J;; in that year. Hence investment and income grow- 
ing at the rate ao assures that all capacity be utilized, and that in- 
vestors are continually satisfied. 

Before studying Harrod’s interpretation of this rate as self-justifying, 
‘t is worth while noting a significant modification he introduces. A part 
of current investment is not designed to increase output but to reduce 
the cost of a given output. It is thus a replacement of other productive 
factors by new capital equipment. While it releases factors of produc- 
tion, and thus may be said to increase the productive potential of the 
economy, it is not motivated by anticipation of increased demand and 
does not depend on an anticipated rate of income growth for its eventual 
justification. More specifically, it does not increase total plant capacity. 
Harrod modifies his formula so that o refers only to investment in antici- 
pation of expanded output.® If RY, 7.e., a fraction, k, of income, is in- 
vested independently of anticipated growth, then the self-justifying rate 
of growth is not ag but (a—k)o."° Without elaborating a mathematical 
derivation, this result may be made plausible by pointing out that of 
aY savings, RY is invested anyhow and may be treated as consumption, 
or any regular offset to saving, which does not increase plant capacity. 

This is an important qualification. It not only makes provision for 
investment other than “induced” investment; it suggests a source of 
disturbance. Our “‘rate of growth” cannot be counted on to keep this 
type of investment demand stable. Harrod has put this non-growth- 
induced investment equal to kY; whether he meant to imply that it 
actually would be proportionate to income, or only meant to give it 
formal expression, is not clear. While there seem to be good reasons for 
expecting this investment to vary directly with income, there are 
equally good reasons for expecting a good deal of variation other than 
that accounted for by income changes. Hence the possibility of dis- 
turbance from this quarter. 

* Here the distinction between Harrod’s emphasis on full utilization of plant capacity, and 
Domar’s emphasis on full employment of labor, becomes significant. The investment which 
releases factors, without enlarging plant capacity, virtually enlarges the labor force vis-a-vis 
national income. Hence unemployment of labor may become progressive while income follows 
its course of growth, unless the “factor releasing” investment also expands annually at the ap- 
propriate growth rate. If this type of investment were always proportionate to income, this 

ndition would be met. Domar’s distinction between his ¢ as defined above, and what he 
terms s, which is closer to a marginal productivity concept, is an explicit recognition of this 
problem. (The different emphases are a result of different approaches to the problem; Harrod’s 
capacity because the acceleration effect on derived demand is at the core 


1? Strict logic requires us to recognize that the value of a is not independent of k. Release of 
‘actors by the k-type investment should, like, ¢.g., an increase in the labor force, increase the 
output-potential of new investment. 
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Harrod calls this rate of growth the “warranted rate of growth” tp 
avoid use of the term equilibrium. He defines the warranted rate ,; 
growth as follows: 

The warranted rate of growth is taken to be that rate of growth which, # 
it occurs, will leave all parties satisfied that they have produced neithe, 
more nor less than the right amount. Or, to state the matter otherwise. 
will put them into a frame of mind which will cause them to give such addi 
tional orders as will maintain the same rate of growth." 

This appears to us as two definitions whose equivalence is seriously 
in question. 

That Harrod’s view of this warranted rate of growth corresponds 
pretty closely to the notion of a dynamic equilibrium is evident from 
this additional quotation: 

The line of output traced by the warranted rate of growth is a moving 
equilibrium, in the sense that it represents the one level of output at which 
producers feel in the upshot that they have done the right thing, and which 
will induce them to continue in the same line of advance. ...™ 


Here again there is a dual characterization: on the one hand, they fee! 
that they have done the right thing; on the other hand, they are induced 
to “continue in the same line of advance.” In the suggested synonymity 
of these two aspects we find Harrod’s error. 

It should be added here that Harrod considers the equilibrium repre- 
sented by this warranted rate of growth as essentially unstable: depar- 
ture from it does not tend to be rectified. Any failure to realize the re- 
quired rate of growth causes a deficiency of production relative t 
capacity, and the excess capacity which emerges inhibits investment, 
forestalling a return to the warranted rate. 

We now inquire to what extent Harrod’s dual characterization of the 
warranted rate of growth is valid. Will a rate of growth equal to av, 
(a—k)o, tend on the one hand to “‘leave all parties satisfied,” and on the 
other to “induce them to continue the same line of advance.’”’ We must 
realize that the investment of which we speak is undertaken by many 
separate firms, each with its own market problems and procedures, each 
acting to a great extent independently of others. We must relate, some- 
how, this warranted rate of growth to the individual firms which mak 
up the economy. 

Obviously all firms will not be advancing at a proportionate rate 


11 Economic Journal, March, 1939, p. 16. 

12 Economic Journal, March 1939, p. 22. Strictly speaking, there is such a line, rising at 
rate ae (or (a—k)o), from each possible initial situation, since the level from which the proces 
starts has not been specified. If, however, one specifies the beginning year of the process, i 
could be argued that the initial level of income is that which just uses all plant capacity; 4 
excess capacity would vitiate the satisfaction effect. 
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ag, Some industries advance, others decline. Some firms prosper, others 
die. We must not look for uniformity among the firms themselves. The 
rate ag, if it is maintained, is a statistical resultant rather than an or- 
ganic process. Harrod recognizes this. He speaks of the growth as being 
composed of the combined actions of many individuals, some disap- 
pointed, some elated, “‘on balance”’ satisfied. 

When this is recognized, however, what happens to the continuity of 
the process? The same firms do not do the investing each year. Even 
firms which expand at roughly the same rate purchase capital in lumps 
other than regular annual increments. The investor who must this year 
be induced to invest is not the same one who is satisfied with last year’s 
investment. If the economy were one large firm it might be true that 
those on whom rested each year the decisions to invest would be in- 
fluenced by the success of previous anticipations; but satisfaction is not 
transmitted with high fidelity throughout the economy when many 
firms compose it. 

Nor have investors sufficient knowledge and foresight to carry the 
ball en masse. Even if every firm and potential firm knew the time 
trend and income elasticity of demand for its product, there is no re- 
liable mechanism for rationing aliquot shares of investment among 
competing firms. Only an impossibly rigid convention could, for ex- 
ample, assure that in residential building the combined responses to an 
anticipated increase in demand would add up to the amount of increase 
anticipated. In fine, investing firms are not omniscient. Bad decisions 
will be made. Growth itself may not be enough to leave all parties satis- 
fied and transmit this satisfaction appropriately to the following year’s 
investors. 

But let us grant the satisfaction and proceed to the next point: does 
satisfaction with last year’s investment lead to continued growth? In the 
first place, investment is by nature forward-looking. Investors sophisti- 
cated enough to appreciate the crucial role of future investment in 
providing the demand which validates this year’s investment, should 
not be fooled by the adequacy of past and present investment. Ulti- 
mately it is the future course of investment which the present investor 
ought to take into account when contemplating an addition to capacity. 
But the sophisticated investor, to be led by the present growth rate to 
anticipate the same future growth rate, would have to assume that 
other investors naively projected the present rate into the future and 
acted accordingly. Otherwise he would have no reason to expect con- 
tinuance of the rate. 

Nor can we fall back on the argument that if jointly investors all do 
the right thing, they will all individually be satisfied in the outcome: a 
high degree of integration (higher than would be compatible with any 
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semblance of capitalism) would be needed to allow the business com. 
munity to act as a single investing unit. And if we did, the whole cop. 
cept of an equilibrium rate would serve no purpose, since regardless oj 
past and present growth, business as a whole could—if so organized 
jack the economy up out of a slump by investment and keep that jp. 
vestment continuously justified by future investment.” 

There seems little reason therefore to expect that a growth rate of ag 
once achieved, would tend to maintain itself. First because investmen; 
is a decentralized process carried on by numerous firms, to some extent 
in relay fashion. Second because there is little reason to expect investors 
as a whole to project the current rate of growth into the future with such 
confidence as to guide their decisions by that criterion alone. 

But the idea of equilibrium rate of growth may be attacked from sti] 
another angle, one which Mr. Harrod recognized. Since the equilibrium 
—if equilibrium we consider it—is unstable, it is virtually irrelevant, 
If there is no tendency for the actual rate of growth to approach the 
“warranted rate,’ nor any forces rectifying deviations caused by dis. 
turbances, then there is little reason to assign that rate any great role 
in the economic process. For disturbances, and substantial ones, we must 
expect continually. Investment is a lumpy process, it is a postponable 
activity. Furthermore, that part of investment which is aimed at lower- 
ing costs rather than enlarging capacity, must by nature be irregular. It 
depends heavily on technological change. And any regular course oj 
investment would be buffeted by shifts in consumer demand and the 
emergence of new products. In short, investment is going to be irregular, 
perhaps “cyclical,” in spite of any regularity in anticipations of future 
demand. Consequently, any equilibrium which is unable to survive dis- 
turbances could only enjoy ephemeral existence and would never have 


one without pragmatic significance and can be ignored. 

This is no argument for discarding the concept of growth rate; it is 
an argument for withholding its recognition as a rate of growth with 
self-perpetuating tendencies. Nor must one too strongly criticize Har- 
rod’s position; his choice of the name “warranted rate’’ was a deliberate 
avoidance of too connotative a title. We feel that he did go too far in 
attaching motivational significance to the rate; yet the concept of the 
rate itself does merit recognition. 

Domar’s view is more cautious. He characterizes the rate as that rate 
of growth which, if independently guaranteed (by the government) wil 
tend to be maintained by private investment. He here avoids the a 
sumption of firms projecting the current rate of growth into the future 
Instead he supplies them with foreknowledge of that future expansion 


18 Implicit here is the assumption that the marginal efficiency of capital remains positiv- 
else nothing could “justify” the investment gua investment. 


opportunity to exercise its functions. A shifting unstable equilibrium is 
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Confidence in the power of fiscal policy is all that is required. No firm 
need rely on the action of other firms in sustaining future investment; 
it can go ahead and plan on a larger demand. 

But, once we have assured the expectation of enlarged aggregate de- 
mand, it is still not clear just how the right amount of investment gets 
undertaken. All the uncertainties about one’s share in the increase and 
what one’s rivals are doing are still present. Shifts in consumer demand 
and technology keep any aggregate regularity from being reflected by 
the individual firms. 

Comparison with “Acceleration” Approach. The “warranted rate 
of growth” thesis bears a close resemblance to the principle 
of acceleration. A good point of departure in this respect is Professor 
Samuelson’s article on the interaction of acceleration and multi- 
plier. The behavior equations used in that article resulted in steady 
growth only for special values of multiplier and acceleration coefficient. 
In order to indicate the closeness of the ‘“‘multiplier-acceleration”’ ap- 
proach to the Harrod approach, we shall modify Samuelson’s assump- 
tions. Samuelson’s hypothetical consumption function operates with a 
one-period lag: C;=aY ,_.¥ Since investment is considered to be related 
to the difference between current consumption and consumption of the 
previous period, it is related to the income of the previous period and 
the period before that. Hence a two-period lag, which is able to yield an 
oscillating time pattern. Let us, however, suppose the acceleration 
principle to work in capital goods industries as well as in consumer 
goods;'* then we may relate investment to the difference between current 
and previous income, rather than just between current and previous 
consumption. If we do this, our system will involve only a one-period 
time lag. 


Cy = 
B(Y; Y;-1). 
So that 
a—B 
Y; Yin 


So long as 8 >1, a<1, our result indicates a compound interest rate of 
growth. To bring this out clearly we rewrite our equation for Y;, as: 


ome t t t 
= (74) = = + —*). 
1 B-1 


Region D, a>48/(1+8)? of the a, 8 map in Samuelson’s article. (Review of Economic Sta- 
tistics, May, 1939, p. 78.) The use of a, here, in place of Samuelson’s a, is to avoid conflict 
with our use of aas percentage saved. At full employment a= 1—a, with allowance for time lag. 
* See footnote 14 regarding the use of a. 
“ The increasing output of investment goods should entail additional plant capacity, just 
as is true of consumer goods industries. 
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The rate of growth per period is equal to the savings ratio divided 
by 6-1. 

We must now identify and interpret 8. It appears that 8 must be akin 
to the reciprocal of the Harrod-Domar ¢. It must, that is to say, be the 
marginal ratio of capital stock to productive capacity. If this were not 
true, if the induced investment were greater or less than that required 
to increase output by the amount it does increase, then the investment 
demand function would shortly be vitiated by excess capacity or capital 
shortage. So if 7,=8(Y.—Y._,) isto be postulated as a demand function, 
then 8 must be the ratio of added capital to added capacity. 

If we write a=1—a; o=1/8; then the “acceleration” rate of growth 
derived above becomes: 

l—a a ag 
B-1 l-—o 


If the relevant period is short,’’ ¢ is quite small; and the rate ag/1—¢ 
is approximately the Harrod-Domar ac. The discrepancy occurs be- 
cause of a time reference discrepancy: Samuelson’s consumption is 
lagged, Domar’s is not. And a is the ratio of investment this period to 
the preceding, not the anticipated, increment in income. 

Thus the ‘‘acceleration-multiplier” growth rate is seen to be almost 
identical with Harrod’s. Does it, therefore, suffer the same criticism as 
was leveled at the Harrod formulation? There are two ways of answering 
this question: One is to point out that in reality the acceleration ap- 
proach accepts as a postulate the very investment behavior which 
Harrod tried to establish. The acceleration approach assumes invest- 
ment geared to the rate of income growth; Harrod tried to argue the 
validity of this assumption. So one answer as to the comparative status 
of the acceleration theory is that it is subject to all the criticisms t 
which Harrod’s “‘warranted rate”’ is vulnerable."® 

There is, however, an element in the acceleration approach which may 
serve to meet some of this criticism. The Samuelson formulation of the 
acceleration principle relates investment to the actual income growth 
just experienced, rather than that anticipated. Whether or not this 
aspect was merely a mathematical formality, it does suggest a new line 
of approach to the Harrod conclusions. Let us state this principle in 


17 If our demand functions are to be consistent, the period must be, in an empirical sens¢, 
the one relevant to the consumption lag. 

18 Tt should be remarked that Professor Samuelson was not arguing for the validity of the 
acceleration hypothesis. His purpose was only to demonstrate the implication of the accelers- 
tion principle when joined with the multiplier. Hence no criticism is here intended of the article 
referred to. 
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words. “Investment in a given period is that amount required to increase 
output by the amount that output has just increased.” Strict reading 
would make this formulation absurd, since the output cannot increase 
prior to the investment which makes the increase possible. But let us be 
less rigid in our interpretation. 

Capacity is never a precisely measurable thing. Additional plant and 
equipment is generally purchased before cost curves become vertical; 
new firms may be established in an industry before every component 
firm is working at capacity. If we consider that a certain margin of 
excess capacity is normal, then we can consider investment as a process 
of maintaining this margin. It is not intended here to make a precise 
theory out of a rough idea. Rather we are only trying to show the plaus- 
ibility of investment following, rather than preceding, the increase in 
income. As increased production absorbs excess capacity beyond the 
normal, new investment responds. With this in mind, we can reinterpret 
the acceleration approach. ‘‘Investment in a given period is that amount 
required to increase capacity by the amount that output has just in- 
creased.’’ This makes sense and should be considered the verbal equiva- 
lent of the formulation: 


I, = B(Y: Y;1). 


And now we have an argument for Harrod’s thesis of the warranted 
rate of growth. Instead of relying on businessmen to project a rate of 
growth into the future, we can make the easier assumption that they 
respond to current needs for plant and equipment. That is to say, if 
firms try to adjust capacity so as to restore a normal margin, and if new 
firms become established in response to a subnormal margin for the 
industry, the rate of growth may be maintained. But this argument must 
not be exaggerated. While it does seem to possess a greater a priori 
validity than Harrod’s formulation, it still is subject to many of the 
same criticisms. Again there is not a single organic unit, but a decentral- 
ized large group of firms, faced with different rates of growth and de- 
cline, purchasing plant and equipment in indivisible units, each fre- 
quently unaware of its rival plans. And they may not project present 
demand any more than they project the growth rate! 

But the most lethal argument against using an investment demand 
lunction of the form J7,=6(Y,—Y,_,) is its instability. Disturbances 
from equilibrium are self-aggravating. A too low rate of investment 
causes excess Capacity to appear, which in turn inhibits investment 
further. In fact, in the formulation J;=6(Y.—Y 11) a value of 8 greater 
than unity yields a “negative multiplier,” indicating the same kind of 
instability as would result from a marginal propensity to consume 
greater than unity. 
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This may be shown diagrammatically as follows: 


4° 
x 
v 4° + 
4 4 \ 
4 4o 
4 
4 
P 
x 
0 To 


Let income be measured along the horizontal axis, consumption and 
investment demand along the vertical axis. For any income FY, in period 
zero, consumption of aY, is determined for the succeeding period. 

If we draw a line through the point Y, with a slope of 6>1, i.e., th 
function V=8(x—Y,) we have our investment demand schedule of the 
period 1. Since consumption is a constant in period 1, of an amount equal 
to the ordinate of the point P, the line through P with slope § is our 
aggregate demand function, V =aY,+8(«*—Y,). The intersection oi this 
line with the 45° line at Q, indicates the solution of ¥y=a¥o+6(¥1-—Y1 
Clearly the usual stability requirement is absent, the aggregate demand 
function intersects »=x from below, since we have assigned § a value 
greater than 1." 

But this result may inhere in the artificiality of our model. We hav: 
geared investment to current income, of which it is itself a component 

19 By absence of the stability condition we mean this: there are values of investment and na- 
tional] income which satisfy our demand relationships; but there is no tendency for investment 


and income to approach these values. Adjustment is away from, rather than toward, th 
equilibrium. 
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thus making it a “‘self-multiplying” quantity. May we not, in modifying 
our assumptions to fit better the actual economic process, discover some 
stabilizers? May not there be more resiliency in the system than we 
have supposed, so that disturbances will be cushioned? 

First, let us inspect the time lag. If we gear investment to a past 
change, it is a constant during the current period. Thus deviations are 
multiplied by the consumption effect (unless consumption is lagged) 
hut do not cause cumulative deviations in current investment. But a 
large 6 is necessary to yield steady growth rather than fluctuations.”® 

Now to inspect the size of 8. It should be noted that when the de- 
mand for induced investment is written in simple acceleration form, 
as 1,=8(.Y —Yu-1), the implication is that the entirety of the newly 
needed capacity is constructed during one period. There is no provision 
in this demand function for a hang-over of uncompleted plant. At the 
same time, when a consumer demand function is written as C;=aY;_1, 
we commit ourselves to a rather short period. When one considers that 
the construction of plant and the production and installation of new 
equipment take a substantial period of time, it becomes apparent that 
we must not postulate a set of demand relationships which imply that 
plant and equipment are adjusted via investment in the period of time 
relevant to consumer adjustment. 

Perhaps the most justifiable manner in which to introduce periods is 
to treat consumption as instantaneously geared to income, that is to 
say, as adjusting without appreciable delay as compared with invest- 
ment. In addition, investment may be considered as related (in so far as 
it is induced investment) to the preceding change in the level of income, 
on the assumption that investment plans require some time for prepara- 
tion. To be explicit: J;=8(Y:1—Y.+_«2). This formulation implies that 
investment is a constant from the point of view of the current period, 
i.e., that its equilibrium value is determined by recent history. We get as 
our income time pattern: 


aa 
— = 1 (Yiu — Yr). 


This function can yield steady growth only if 8 >4(1—a). But the rate of 
growth in that case is rather frightening—more than 100 per cent per 
year! Also—as though that were not ground enough for discarding this 
tunction—the above function can prove unstable if disturbances occur, 
the steady growth being curled over into a decline. 

Without going further, certain conclusions are already warranted. If 
we search for a hypothesis, i.e., a set of demand functions, which yield 


* Cf. Samuelson, op. cit., p. 78. 
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steady growth over time, we may succeed. But so many simple and no 
implausible hypotheses yield only a very unstable growth that we coy); 
have little confidence in any result we might get. In other words, op}y 
very special assumptions could satisfy our demand for a stable dynam(- 
equilibrium. Our conclusion then is that growth via induced investmep; 
is unreliable, that a stable dynamic equilibrium cannot be got from 
acceleration. 

This was to be expected. We have only to keep in mind that a too loy 
investment causes the appearance of excess capacity, while a too high 
investment produces shortage, in order to appreciate the inherent jp. 
stability of induced investment. 
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EXCHANGE CONTROL AND DISCRIMINATION 


By Howarp S. E.tis* 


The purpose of the present analysis is to present in brief compass the 
character of exchange control with especial reference to the question as 
to what forms are and are not compatible with a multilateral convention 
designed to expand international trade, render it more free and particu- 
larly to eliminate discrimination. It is not proposed to attempt a com- 
plete description of the economic effects of various types of exchange 
control, for in general these can be inferred from a sufficiently lucid 
exposition of character and aims. Exchange control is understood gen- 
erally to include any or all of the instruments dealt with below; con- 
sequently more precise definition is unnecessary, and indeed—in view 
of the varieties of meaning both in popular and technical discussions— 
probably impossible. But to aid in marking off the field in advance, it 
may be said that exchange control is not generally taken to include the 
following: tariffs, quotas, prohibitions and embargoes, subsidies, state 
trading and commercial agreements and treaties. It impinges upon these 
at points but does not include them. 

In order to set the whole subject in perspective, we begin with two 
lists, one giving the main instruments and the other the main purposes 
of exchange control. The discussion follows the first outline, with con- 
tinuous cross reference to the second. An international convention un- 
doubtedly aims to eliminate the use of exchange control for certain pur- 
poses; but most objective rules and conventions will have to be made on 
the basis of practices or instruments rather than intent. 


Instruments of Exchange Control 


[. Government monopoly of dealing in foreign exchange. 
Il. Government disposition over private holdings of foreign ex- 
change and assets. 
[If. Enforcement of an overvalued or undervalued rate of exchange. 
[V. Multiple exchange rates. 
V. Government permission to export or to import. 
VI. Government disposition over the proceeds of exports. 
VII. Government allocation of exchange to imports. 
VIII. Officially conducted bilateral clearing. 
IX. Officially conducted barter. 
* The author is professor of economics at the University of California, Berkeley. This 


note, which appeared as a wartime memorandum in Washington, is submitted for its possible 
usefulness to university classes. 
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Purposes of Exchange Control 


A. Primarily with respect to international economic matters 

To maintain exchange rate against depreciation or appreciation, 
To attain equilibrium in the balance of payments. 

To “permit trade to go on” without available foreign exchange 
To secure more favorable “‘terms of trade.”’ 
To control or force capital movements. 

To wage economic warfare. 

*rimarily with respect to domestic economic matters 

To control inflation or deflation. 

To increase domestic employment. 

To foster industrialization, etc., 7.e. “protection.” 

To prepare for or wage war. 

To provide revenue for the state. 

To discriminate favorably or unfavorably with respect to certain 
persons or classes within the domestic economy. 


I 


we 
LAUER WHE 


I. Government Monopoly of Dealings in Foreign Exchange 

This characterizes all exchange control and is essential for amy of its 
manifold purposes. Monopoly may connote only centralization without 
attempt to enforce a price not compatible with basic equilibrium fac. 
tors. For a brief period England maintained this mild form of exchange 
control after the devaluation of the pound in September, 1931 merely te 
protect the market against violent fluctuations. There is nothing dis 
criminatory or restrictive in such action. 

To make the state monopoly effective, however, may require rather 
far-reaching controls, particularly if the official rates of exchange di- 
verge from what freedom in market dealings would establish. It usually 
proves necessaryto establish a censorship of foreign mail; prohibition of 
sending out or bringing in the domestic money, of dealing in precious 
metals, of receiving or making remittances from or to the domestic 
bank accounts of foreigners, of exporting without guaranty that the 
proceeds will be surrendered to the exchange authority, of exporting at 
fictitiously high prices; and finally government access to business rec- 
ords, inspection of the person and baggage of travellers, and more or less 
severe, penalties for all violations. All of these may be involved even ! 
the purpose of exchange control is merely to prevent a flight of capital 


II. Government Disposition over Private Holdings of 
Foreign Exchange and Assets 


Milder forms of exchange control, particularly those oriented towar 
meeting temporary balance-of-payments difficulties, may be contet 
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with a monopoly over the current flow of exchange from exports. But 
more drastic controls, particularly if a shortage of foreign exchange 
bids fair to continue, include the compulsory declaration and tender to 
the state of individual and business holdings of foreign exchange, cur- 
rencies, bank accounts, securities, and precious metals. The measure 
discriminates against the domestic owners of foreign assets. 


(Il. Enforcement of an Overvalued or Undervalued Rate of Exchange 


This is almost as ubiquitous a feature of exchange control as the 
state monopoly in exchange dealing. Indeed, it is difficult to find an 
example of the latter which does not have as its purpose the mainten- 
ance of a rate from which the market would tend to diverge. In the 
overwhelming majority of cases, the control is designed to prevent a 
depreciation of the country’s exchange, though occasionally, as in the 
operation of the English Equalization Account, foreign exchange was 
sometimes sold to prevent a speculative appreciation of sterling and a 
consequent penalty upon British exports. 

Inasmuch as the ordinary case involves an official rate which over- 
values the country’s money, nearly all the international and domestic 
purposes of exchange control involve this phenomenon; and further- 
more, it is this overvaluation which necessitates all the other devices of 
exchange control. It is therefore the pivotal characteristic of exchange 
control save for instances to be remarked upon subsequently. 

Most of the exchange control systems in Europe and South America 
in the ‘thirties made their advent as provisional stopgap devices to 
prevent a depreciation of the countries’ exchange which would have 
ensued because of the withdrawal or flight of capital from debtor coun- 
tries. The prevalence of “‘inflation-mindedness,” coupled with the in- 
ability of the man on the street to distinguish between devaluation of 
the foreign exchange value of a currency and domestic inflation, closed 
the door to setting the balance of payments in equilibrium by a devalu- 
ation, say to a level paralleling that of the devalued pound sterling 
after September, 1931. It was believed that the public would engage in 
a domestic flight from money into real values and thus, through in- 
creasing the velocity of circulation of money, actually bring about 
price inflation. Thus the original introduction of exchange control had 
as its motives purposes A,1 and B,1 in the outline. But purpose A,2— 
the attainment of equilibrium in the balance of payments—ensued 
shortly, for it was thought that, under cover of the officially stabilized 
rate, various measures could be taken to make this rate no longer arti- 
ficially high, the chief measures being deflation of costs and prices and 
the prosecution of a vigorous program to encourage exports and di- 
minish imports. 
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However sincere this desire may have been, it is noteworthy that the 
overvalued exchange rate in itself was a strong force working in the 
opposite direction from an equilibrated balance of payments. Here ye 
encounter the first important sense in which exchange control js jp. 
herently discriminatory, that the overvalued rate discriminates againg, 
exports and in favor of imports. From this basic fact follow the exchange 
control instruments designated by IV through IX. . 

Part of the disposition of countries which had adopted exchange 
control to effect basic economic changes such as to achieve equilibrium 
without direct interference in trade is to be explained by the fact that. 
while an overvalued exchange rate decreases exports (and thereby even. 
tually and inevitably also imports) it does on ordinarily valid assump. 
tions give a favorable turn to the “terms of trade,’ 7.e., the amount oj 
imports purchased by a given amount of exports (purpose A,4). Thus the 
discrimination which appeared in the preceding paragraph solely as a 
matter of conflicting domestic interests (exports vs. importers), now 
appears in a new form—a discrimination in favor of the country’s 
nationals as a group as against outsiders. 

The maintenance of undervalued rates of exchange such as we wit- 
nessed in neutral countries during the war was not motivated by a 
desire to secure less favorable terms of trade; this was accepted as the 
price which had to be paid to avoid a currency appreciation which 
might represent a peril if subsequently, when the war or postwar de- 
mand fell off, it became necessary to devalue. Since the supply of foreign 
exchange is per se abundant, this variant of instrument III does not 
tend as strongly to induce the use of instruments IV—IX, as in the 
case of overvaluation. But discrimination of course again appears, in 
this case causing the nationals of the undervaluing country to lose 
relatively to outsiders. Within the country the effects are not precisely 
the reverse of the overvaluation case. There is discrimination against 
importers relatively to an equilibrium rate (the reverse of the overvalua- 
tion case); but there is no discrimination favorable to exporters, because 
the war caused the foreign demand to be inelastic and hence to be no 
larger than if the currency were raised in its foreign value. 

Undervalued rates in and of themselves tend to produce domestic 
inflation. But in conjunction with present exchange controls this effect 
is offset—and perhaps even more than offset—by delivering to the 
exporter only part of the proceeds of his sales in cash, and the balance in 
government bonds. 

Motives or purposes of overvaluation (in the past and for the future the 
more interesting case) have been found in controlling domestic inflation 
(see III, paragraph 3 above) and in securing more favorable terms o/ 
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trade; but we may add now also purposes B,2, 3, and 4, and A,6, all 


at the of which are per sé discriminatory. Overvaluation on ordinary elasticity 


int . 

Ra ae assumptions penalizes exports and stimulates imports; but since a 
W 

I is ; : country cannot continuously (even under exchange control and bilat- 

non eralism) sell more than it buys, in the long run the overvaluation also 
iS 


reduces imports. This reduction of imports provides protection for 
home industry and this contributes at least temporarily to the main- 
tenance or increase of domestic production (B,2), to fostering home 


‘Change 


industries (B,3), and hence to preparation for war (B,4). 
t that IV. Multiple Exchange Rates 
od Under exchange control the central authority may depart ina variety 
unt of Eo! Ways from a uniform purchase and sale rate for a given country’s 
hus the Me °* hange and from “consistency” (such as would be given by trade and 
ly as q ge wbitrating operations under a free-exchange system) as between the 
now rates of various Countries. 
share’, A. Purchase at a low price, sell at a higher rate (e.g., the “official 
rate”), or purchase at a series of lower prices and sell at a series of 
e wit: higher prices. 
live Here the state exploits its monopolistic position against the market 
as the fe generally and transfers to itself some of the windfall gain on the price of 
which foreign exchange which would accrue to importers had they received the 
ar de. We Olucial price” without any reduction. In this procedure the favorable 
oreisn discrimination for importers is reduced. 
es not These remarks appear to be valid no matter to what purpose the 
are government devotes the funds. Cases are numerous where the receipts 
ss be have been put into the general budget. But it is also very common to 
Toes earmark these funds to subsidize exports in case of overvaluation. In 
shale this event the discrimination against exports through the official ex- 
salaal change rate can be completely eliminated by the subsidy. 
ale. A particular instance has been the compulsory sale to the govern- 
idles ment of repatriated bonds. When exchange control puts a stop to the 
aye service of domestic securities held abroad, their prices naturally de- 
cline and the corporations would be able to purchase such securities 
nestic for retirement ata windfall profit. It seems “only right” that the govern- 
affect ment appropriate this windfall. It is “natural,” though by no means 
or" necessary, that the sums be devoted to subsidizing exports. But again, 
se i if the subsidy merely offsets overvaluation, there is no discrimination 
against foreign exporters, relatively to exporters at home. But the sub- 
e the sidy is ultimately paid by the discriminatory treatment of foreign 
creditors. 
e of Another and similar case is the monopolization of the purchase and 
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sale of frozen bank and other balances of foreign nationals. Here again 
the difference between the price which the foreigner may be willing ty 
accept in order to realize cash immediately and the nominal curreno 
value may be appropriated by the state and used to subsidize exports 
This was the origin of the various categories of “Sperr” marks. Thy 
exchange control, in its moratorium on debt service, discriminate 
against the foreign creditor (see purpose A,5); but the use of the pro- 
ceeds does not discriminate against foreign exporters if it does no mor 
than offset the overvalued exchange rate. 

B. Export premia, import surcharges (or exchange rates) differen. 
tiated according to commodity, or country, or both. 

In general this practice represents the most overt type of discrimina- 
tion. If an absolutely uniform surcharge were added to the official rate 
at which importers buy bills and if the same amount were added as, 
premium to the price at which exporters can sell, then it is obvious that 
not only would the overvaluation of the domestic currency be recog. 
nized (partly or wholly, depending upon the magnitude of premia and 
surcharges), but discrimination would not be present. Nearly all premia 
and surcharge systems have, however, been adopted not only as 4 
roundabout device for recognizing devaluation but as a device ‘or 
monopolistic discrimination against buyers or monopsonistic discrini- 
nation against sellers. For discrimination to be possible in either case it 
is necessary that buyers or sellers be somehow divided into separat: 
markets. Costs of transportation and protective tariffs always separate 
off markets to a certain extent. But if in addition, a system of bilateral 
clearings exists, the separation into markets can be much more marked, 
since the device obliges the seller of goods to accept a market where 
because there are corresponding sales to his own country, he does not 
have to wait to receive payment; and for the purchaser of goods, a 
source of supply for which, because there are corresponding purchases 
from his own country, he does not have to wait in order to make pay- 
ment. 

Discrimination is possible wherever buyers or sellers are separated 
into fairly distinct markets; and it is profitable where, in the language o/ 
economic theory, the elasticity of supply or of demand differs as ! 
tween markets—and this would nearly always be realized because oi 
differences in incomes and tastes as between countries. Thus a county 
with high incomes or a strong internal demand for the exchange-contro. 
country’s goods may be forced to pay a high rate of exchange for all its 
purchases from that country. But it is possible to discriminate not on!) 
by country, but also by country and by commodity. Thus the exchang' 
control country may with profit to itself be able to charge difierent 
prices to countries A, B, C, etc., on one and the same commodity export 
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or with profit to itself pay different prices to A, B, C, etc.,on one and the 
ame import. But instead of doing so explicitly, it does so covertly by 
means of different rates of exchange depending upon the partner country 
and the trade item, leaving only relatively unimportant items to be 
covered by a uniform rate which attempts no discrimination. 

Discriminating rates of these types are used for purpose A,4 to secure 
more favorable ‘terms of trade,”’ but they may easily be used, in ways 
which can easily be imagined, for bestowing favor or meting out pun- 
‘shment either as between outside countries or interests within them, or 
within the home economy (purposes B,3, 4, 5, and 6). Thus political 
motives may supersede economic considerations. 


V. Government Permission to Export or Import 


If foreign exchange is “scarce” (the price of foreign exchange too low 
to produce equilibrium), the government may desire to prevent any 
imports for which foreign exchange will not be available. This measure, 
often employed in conjunction with exchange rationing for imports 
cf. VIL below), would, if rigorously adhered to, prevent an exchange 
control country from running into debt on current account, either in 
ordinary trade or in the clearing mechanism. It thus serves purpose A,5. 

The correlative measure for a country with too high rates on foreign 
countries is the requirement of permission to export. The measure has as 
its purpose the prevention of accumulating foreign credits (this was a 
motive with some of Germany’s clearing partners) or the prevention of 
inflation by restraining the outflow of certain goods. 

Authoritarian interference with the free flow of imports or exports is 
inevitably discriminatory in one sense or another—indeed it is simply 
one side of the shield of which an overvalued or undervalued exchange 
rate is the other. If the government simply limits the amount of imports 
or exports in the case of undervaluation of the country’s exchange) 
without further measures, the consumers of these imports are discrim- 
inated against and the importers and domestic producers of these goods 
enjoy a favorable discrimination against other traders and producers. 
Price maxima and rationing of the scarce imports alter the form of the 
discrimination against consumers from the price to the quantity dimen- 
sion but do not eliminate it. Importers windfalls would be eliminated by 
this device, or by competitive sale of import licences, or by ex post tax- 
ation of the windfall gains. The relative merits of these four procedures 
are not considered further in the present analysis. 


VI. Government Disposition over the Proceeds of Exports 


In case of an overvaluation of the country’s exchange, the govern- 
ment ordinarily has to take steps to compel the surrender of export 
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proceeds in order to prevent a concealed capital flight (purpose A,5) in 
the form of leaving these sums abroad on deposit with a bank or with a 
branch or correspondent of the firm. Occasionally mere pledges are 
accepted, but a thorough-going control may involve posting a bond or 
depositing guarantees until the export proceeds in foreign exchange are 
actually delivered. 

In the case of an undervaluation of the country’s exchange the gov- 
ernment’s interest in securing the inflow of exchange to itself is largely 
the control of inflation (Purpose B,1). The exporter may receive the 
value of his surrendered bills of exchange only partly in cash, and partly 
in bonds or blocked accounts. 

Neither of these measures adds anything to the “unavoidable” dis- 
crimination if outward or inward movements of capital are to be con- 
trolled. They are merely enforcement devices. 


VII. Government Allocation of Exchange to Importers 


If a country’s exchange is overvalued, foreign exchange is scarce and 
has to be allocated. This may be done with an effort to avoid discrimi- 
nation, but as has been emphasized before, the consumers of imported 
commodities are inevitably discriminated against since the country’s 
exports and hence eventually its imports must shrink (barring subsidies 

If the government sold bills of exchange of licenses to importers by 
competitive bidding, it would absorb the windfall profit on the activity 
of importing and provide an automatic allocation of scarce exchange 
through a price mechanism without resort to rationing. 

The most objective method of rationing exchange is the application 
of a fixed percentage to purchases of exchange in some previous base 
period to all imports without distinction. Added to the general discrimi- 
nation just mentioned, there may be a further discrimination against 
firms with abnormally low import requirements in the base period, 
against new or growing firms and industries. Furthermore, because of 
divergent elasticities of demand and supply for different goods, the 
distribution of imports would, under a free price mechanism operating 
on an all around reduction, differ from a uniform percentual reduction for 
each import. Another basis, less objective but possibly more just—in 
the sense of equalitarian—is a discrimination against luxury imports. 
Still less objective is the allocation of exchange on the basis of prepara- 
tion for or the waging of war. Here political considerations supersede the 
economic profit calculus (purpose B,4). Closely allied to this, but not 
necessarily identical, is the use of exchange allocation as an instrument 
of protection (purpose B, 3). Sometimes the latter assumes the familiar 
“infant” industry form. 

Just as in the case of multiple exchange rates (cf. IV above), the 
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location of exchange can be used as an instrument of economic warfare 
against outside countries or against political groups in outside countries, 
or against political, racial or other groups in domestic affairs. 

To prevent an outward capital movement, the exchange authority 
has to discriminate against demand for this purpose whether from its 
nationals or foreigners, and whether it arises from interest differences or 


otherwise 
VIII. Officially Conducted Bilateral Clearing 


Clearing involves making payment for imports into, and receiving 
payment for exports from, a domestic account conducted by an agency 
of t the state for trade with a particular country. It is the latter rather 


than the first feature which causes clearing to differ from ordinary meth- 
ods of payment which also involve remittances into and from domestic 
accounts, but they may be to and from amy country. Bilateral clear- 


ing thus entails that one partner receive payment for its exports to a 
particular country only in imports from that country, and reciprocally 
that it derive imports from a particular country, only from its exports 
to that country. Clearing can, upon ordinary elasticity assumptions, 
always be made to balance by appropriate adjustment of the bilateral 
rate of exchange. If the clearing rate of exchange (which may or may 
not be the same as the “‘official’”’ rate of the exchange control) does not 
achieve this balancing, one country is thereby making a tied loan to 
another in the form of a favorable clearing balance. 

One motive for the maintenance of clearing may be precisely this 
forcing of loans, as in the case of Germany prior to and especially during 
the war. Typically, however, so far as concerns the reason for introduc- 
ing clearing in the first place, the alleged purpose was rather to provide 
a mechanism to ‘‘permit trade to go on” when the country has exhausted 
its foreign exchange reserves. But this is a legitimate argument for 
clearings to a rather limited extent. If the country has a favorable 
balance, it does not need foreign exchange reserves. If it has an unfa- 
vorable balance, the chance that clearings increase its total exports is less 
then the prospect that clearings reduce its imports, and there is no 
guarantee that the gap be closed even by both in conjunction. Con- 
seque ntly, clearings permit only a smaller volume of trade to “go on,” 
and uncleared balances still remain. Hence to this extent clearings 
amount to a clandestine device for forcing foreign loans, or a device 
whereby the exporters of a given country persuade their own govern- 
ment to make the loan through discounting the clearing balances. In 
either case discrimination of a gratuitous character is involved. 

Countries still possessing adequate exchange reserves may impose 
bilateral clearing upon their trade with a particular country if (1) having 


in 
ha 
are 
or 
are 
)V- 
he 
lis- 
ni- 
DV 
ty 
st 
nN 
it 


886 THE AMERICAN ECONOMIC REVIEW 


a favorable balance in their trade, they wish to try to assure themselves 
of payment on current account; or if (2) having an unfavorable balance 
in this trade, they wish, by threatening to suspend current payment, 
to “thaw out” some old debts owed them by other countries. In either 
case discrimination favorable to the creditors in a particular country 
relatively to others is involved. With regard to (1) the consequences 
may be: (a) that exports fall to the level of imports; (b) that imports 
rise to the level of exports; (c) that something like the old excess of 
exports over imports persists, and the export surplus is “paid” in an 
accumulation of clearing balances. So far as concerns (c), this debt may 
conceivably be paid through a subsequent reversal of the import-export 
balance, which can usually only be done by outright discrimination jn 
permitted exports and imports. Inasmuch as bilateral clearing limits the 
choice of exporters as to markets and of importers as to sources, it also 
means that the actual volume of trade will fall below the level of (b), 
i.e., in the direction of (a). Bilateral clearing thus results either in out- 
right discrimination merely to preserve volume (under c), or in a 
shrinkage of world trade (which itself proceeds from the inherent dis- 
crimination—limiting traders’ free choice—which bilateralism neces- 
sarily involves). 

The “outright discrimination” in clearings involves not only turning 
exports or imports from one country to another in order to pay off or to 
be paid accumulated debts, but also the limiting of the list of articles 
admitted to clearings in the first place in order to achieve as nearly as 
possible a balancing of exports and imports ab initio. 


IX. Officially Conducted Barter 


This usually makes its appearance when bilateral clearing breaks 
down because of so large a one-sided balance that the creditor refuses to 
sell further without an immediate guid pro quo. Discrimination is in- 
evitably greater since permission for export or import now involves 
besides a decision as to country, also a decision as to particular com- 
modity and as to one particular “deal.” The necessity for finding the 
“double coincidence” entailed by barter reduces the field of free choice 
and the volume of international trade even below the level of bilateral 
clearing. 

Conclusion 


In retrospect we can summarize the varieties of discrimination in- 
volved in exchange control with especial reference to the types which 
necessarily inhere in the institution itself, and those which do not. (The 
discussion is limited to cases of overvaluation, since the opposite case 
can in general be readily inferred.) 


( 
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|. Discrimination, arising from a prohibition of capital exports, 
gainst foreign creditors, or potential home lenders to abroad. This is 
,navoidable except by moderating the prohibitions, e.g., for foreigners. 
2. Discrimination against home holders of foreign monetary assets. 
This is avoidable if the country can dispense with mobilizing these 


ntry 
nces exchange reserves. 
orts 3 Discrimination arising from high rate of exchange, against home 
Ss of exporte rs in general and favorable to home importers in general. An 
ban export penalty is avoidable by subsidies; import windfall profits are 
may avoidable by competitive sale of foreign exchange and for import 
port licenses, by price maxima or imports, by taxes on profits. 
a ie Discrimination, arising from high rate of exchange, against foreign 
the purchasers and foreign sellers (protection). The first discrimination, 
also appearing immediately, makes the home commodities cost more to 
(b), foreigners; the second, appearing when home imports have fallen to the 
out- level of home exports, reduces the foreigners’ market. Neither is avoid- 
na able as long as the high rate is maintained. 
dis 5. Discrimination, through multiple exchange rates, against or 
ces. favorable to particular countries, particular exports or imports, par- 
ticular foreign home or groups of persons or individuals. This is avoid- 
sine able through the use of uniform exchange rates. In some cases (e.g., 3 
r to above) discrimination appears as a mere by-product of another measure, 
cles as for example, a by-product of avoiding a downward rate revision. In 
y as the present case, however, it is impossible to imagine the discriminations 
as other than deliberate. This distinction ought to be borne in mind in 
comparing the present type of discrimination with those involved under 
6 below, which—it can justly be maintained—can greatly resemble the 
sie results of multiple exchange rates. There remains, however, this differ- 
ate ence, that whereas multiple exchange rates must deliberately discrimi- 
ie nate, rationing does so only in certain cases (q.v.). 
sie 6. Discrimination, through exchange allocation for imports against 
si or favorable to particular foreign countries, particular imports, particu- 
the lar foreign or home groups of persons or individuals. Some discrimina- 
a tion is unavoidable. Even selling foreign exchange or import licenses to 
ral the highest bidder does not eliminate the protection to home production 
following from the limited allocation necessarily attending overvalua- 
ion. Rationing is relatively little “discriminatory” if made according 
to (reasonable) objective rule, e.g., percentage of base year, necessities 
in- . luxuries, imports for re-export, etc. Deliberate discrimination, e.g., 
ich allocation to party members, racial groups, etc., is avoidable. 
The /. Discriminations attending bilateral clearing. This is avoidable, 
ase ince bilateral clearing is itself avoidable to achieve exchange-control 


purposes not themselves deliberate policies of discrimination. If bilateral 
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clearing is adopted, the discrimination against third countries on cy;. 
rent trade is unavoidable. By direct discrimination in current trade 
(but only so), the discrimination of forced loans through clearing bal. 
ances is avoidable. The use of clearings to force repayment of old loans 
is avoidable by omitting such provision. 

8. Discriminations attending barter. These are avoidable on thp 
same basis as clearing. If adopted, discriminations similar to clearing; 
are unavoidable, except that forced loans are impossible under barter. 
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THE FOREIGN TRADE MULTIPLIER 
By J. J. Potax* 


I 
The issue of the foreign trade multiplier was the subject of consider- 
able discussion a few years ago, in particular by Professors Robertson! 
and Haberler? and by Mr. Colin Clark. The discussion was, however, 
inconclusive and it seems worth while reopening it since it involves a 


basic preliminary to the explanation of the actual fluctuations in inter- 
national trade. 

Should one seek to explain the fluctuations in a country’s national 
income by reference, in addition to other factors, to fluctuations in its 
exports, to fluctuations in its balance of trade, or to some intermediate 
concept? There are three original different formulations: that of Keynes, 
who makes the export surplus,* that of Colin Clark,* who makes exports, 
and that of Harrod,’ who makes some intermediary measure, one of the 
determinants of national income. We may leave Harrod’s formulation 
for the moment and concentrate on the difference of the Keynes and 
Clark formulations, which we copy from Robertson.® Keynes’s equation 
runs (by implication) 


1 
(1) 
and Colin Clark’s 
1 
V — xX) (2) 
i—c+q 


where:’ Y=national income, V=expenditure on investment goods, 


* The author is an official of the International Monetary Fund. This paper was written prior 
to his employment by the Fund and should not be considered as an expression of the views of 
that organization. The author has had great benefit from numerous discussions on the subject, 
some five years ago, with Dr. S. K. Fong. 

'“Mr. Clark and the Foreign Trade Multiplier,” Econ. Jour., Vol. XLIX (June, 1939), p. 
354. See also Mr. Colin Clark’s “Comment,” ibid., p. 356. 

* Prosperity and Depression, 3rd ed. enlarged by Part ITI (Geneva, 1941), p. 461 ff. 

* The Means to Prosperity (London, 1933), p. 36. The exposition is verbal, not mathematical. 

* The National Income of Australia (Sydney, 1938), p. 102. 

* The Trade Cycle (Oxford, 1936), pp. 153-54. 

* Economic Journal, June, 1939. 


The value symbols represent increments—relatively small changes in a given level of in- 
come, investment, etc. 
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X=exports, M=imports, c=marginal propensity to consume, q= 
marginal propensity to import’. 


Obviously (2) implies an equation giving imports as a function of Y: 
M = qY 3) 


Substitution of (3) into (2) reduces the latter to (1). On this ground 
Robertson and Haberler argue that there can be no strong reason ty 
prefer (2) to (1). However, as the multiplier in equation (1)—let us cajj 
it m:—involves only one coefficient, c, whereas that in equation (2)— 
mz—involves g in addition, Haberler would give preference to the first 
equation over the second as he believes that there is a prima facie prob. 
ability that m, is more stable than me. 


II 


We may start by subjecting Haberler’s argumentation to a reductio ad 
absurdum. 
Clearly, equation (1) implies a consumption equation: 


C=cY 4 


with the help of which we may transform (1) into a new multiplier 
formula: 


1 
§ 


Here the multiplier is absolutely stable and its derivation does not 
require any statistical analysis. And, following Robertson and Haberler, 
since (1) can be converted into (5), it seems that one cannot say that (1 
is superior to (5). It might, indeed, well be argued that, since consump- 
tion expenditure creates income in just the same way as investment does, 
C should be taken into the multiplicand. Thus, clearly, if there is any 
reason to prefer (1) to (2), then certainly (5) is superior to (1). 

But if the “best” formulation of the multiplier is a “barren identity,’ 


In Robertson’s symbols: 

® The expression is Haberler’s, in an earlier exposition of the emptiness of some of the gym- 
nastics that can be performed with multipliers if their purpose in the explanation of economic 
events is lost sight of. (“Mr. Keynes’ Theory of the Multiplier. A Methodological Criticism.” 
Zeitschrift fuer Nationaloekonomie, 1936, p. 301). The following quotation provides mutais 
mutandis an excellent refutation of Haberler’s arguments five years later: “I am aware that 
Keynes speaks of net changes in aggregate investment in which these secondary (changes 
in investment) are to be included. But to assume these secondary effects as given detracts 
considerably from the value of the theory. This reveals a significant change in the meaning « 
the multiplier. Originally it was defined as the ratio of the secondary (this should be primar) 
plus secondary—P.) to the primary employment, when the primary employment is that whics 
is required by the production of a concrete piece of investment. Now that the meaning has beet 
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it is of course altogether useless. Yet the multiplier device, if duly sepa- 
rated from what Keynes called the “logical theory of the multiplier,” 
has been found to have certain useful applications. Kahn devised the 


multiplier to estimate the effects of public works expenditure on the 
national income. Similarly the foreign trade multiplier is intended as a 
tool to gauge the effects on national income, employment, etc., of a 
change in a country’s foreign trade position. It would, indeed, be a 
shocking discovery if we found that there was no room for such useful 
applications of the multiplier and that it was most suitably applied in 
the definition of national income, as in equation (5). 
Ill 

As a second step, we show that (1) can lead to wrong conclusions to 
which (2) cannot lead. These are some of the inferences that can be 
drawn from (1): 


[. Given a certain export X, the income Y associated with it will be 
the greater, the smaller the import M induced by X. 
II. If a certain export X induces an import M =X, the income asso- 
ciated with X will be zero. 
III. If, with a given export X, the induced imports gradually increase 
ver time, Y will gradually decline over time. 
But these inferences are far from correct: I is a half-truth, II is a 


fallacy and the reverse of III is true. Haberler falls into traps II and 
III.’ 

The correct formulation for I is readily derived from an analysis of 
formulae (2) and (3): Given a certain export X, the income associated 
with it will be large if M is large owing to a high value of c, but small if 
M is large owing to a high value of g." 

Now what if M=X? It seems obvious from (1) that in that case (1) 


, we can no longer speak of primary and secondary. This alteration is symptomatic for 
transformation of the theory of the multiplier from an empirica] statement into a barren 

’ (p. 303). 
’ Prosperity and Depression, pp. 467-68: “It follows that . . . only an excess of exports over 
rts can be regarded as a stimulating factor, whilst a parallel shift upward of both exports 

rts must be assumed to be neutral. 

“There is, of course, an entirely different situation if, following an increase in exports, im- 
rts rise with a lag. Then there is temporarily an export surplus. It is possible that the second- 
and tertiary effects (multiplier plus acceleration effect) of this export surplus are so strong 
it the subsequent rise in imports will not interrupt the expansion. In other words, a cumu- 
‘ative process may be started which gathers momentum so that it is not interrupted by a later 
rise mports. But such a development can no longer be understood and analyzed by means of 
the multiplier alone.” (In other words, unless there are the non-linear relationships to which 
Haberler refers, the gradual increase in imports will lead to a gradual decrease in income.) 
" This conclusion will be readily verified by partial differentiation of (2) and (3) with respect 


to ¢ and g, assuming ¢<1. 
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yields Y=0. This is not so, however. From (2) and (3) we find that y 
can only equal X if c=1. But if c=1, then X= WM reduces Y not to 
but to 0/0, which is undetermined. Equation (2) does not become un¢e. 
termined when c= 1, and gives us for that case 


As c passes beyond unity, which is conceivable, (1) gives the apparent ' 
nonsense result of a negative multiplier and a reduction in income due ty 
an increase in exports. Equations (2) and (3) are required to understand 
that if c>1, M>X and the multiplicand will become negative at the 
same time as the multiplier. In that case high exports will be accom. 
panied by high income but an import surplus. 


IV 


We have to deal, further, with the phenomenon of “‘autonomous” im. 
ports, 7.e., changes in imports not due to changes in income. Thus instead 
of (3) we may have: 


M = qY¥ + Ma 3) 


where Ma (autonomous imports) are due to such causes as changes in 
taste, tarifis, exchange rate, price changes, etc. It follows that in that 
case (2) becomes: 


Y = (V + X — Ma) ————_ 
l—c+¢ 

whereas (1) remains valid. Does this prove a superiority of (1) over (2)? 
The answer is again provided by going a step further. Possibly, the con- 
sumption equation is not as simple as it has been assumed and shiould be 
replaced by 


C=cY¥Y+Ca 4 


where Ca represents autonomous changes in consumption expenditure, 
induced, for instance, by expected changes in prices. In that case, neither 
(2’) nor (1) can remain unchanged. They have to be replaced by (2 


and (1’) respectively: 


Y= (V+ X — Ma+Ca)- 


Y=(V+X—M+Ca) 
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But (5) is still valid. Does this, then, show its superiority over (1)? 
By no means. Equation (5) has more general validity than (1), and (1) 
more than (2) because in both cases the former equation is less of an ex- 
planation than the latter. Falling back on a more general formula means 
renouncing part of the explanation. If we do not know whether (3) or 
3’) holds, we fall back on (2); if moreover we do not know whether (4) 
or (4’) holds, we are left with (5) which contains nothing of value at all. 


V 


So much for the application of the foreign trade multiplier in the field 
of static economics. We now turn to the dynamic aspects, where the most 
valuable application of the multiplier lies.” 

We observe a change in exports and imports in the period 0 of a 
magnitude X» and Mo respectively. Our problem, which we hope to solve 
with the help of a multiplier, is to estimate Y and in particular the equi- 
librium level of Y, ¥., which will establish itself after the exports which 
have caused the observed changes will have persisted long enough for 
an equilibrium situation to be reached.¥ We assume, provisionally, that 
we know from other sources that there has been no autonomous change 


| inimports, Ma=0. Then we are justified in estimating Y, on the basis of 
Xo: 


1 
Y, = Xp (7) 


‘1 “The essence of the matter is that all these new concepts, such as the marginal propensity 


> toconsume, the multiplier, etc., become really useful only if they are a part of a truly dynamic 
© theory, that is to say, a period or sequence analysis which carefully distinguishes between 
> successive periods.” (Haberler, Prosperity and Depression, p. 470.) Haberler does not, how- 
> ever, study the dynamic aspects of the foreign trade multiplier. 


‘ Professor Machlup, in an extremely instructive sequence analysis of the multiplier, dealing 


| with two or more countries, makes the point that the effects of autonomous changes in exports 
» (eg., due to a change in tariffs abroad) will be different from the effects of induced changes in 
> exports reflecting a change in income abroad, and that they require different multipliers 
| (International Trade and the National Income Multiplier (Philadelphia, Blakiston, 1943), p. 
_ 128). Fortunately for our analysis and our formulae, the significance of Machlup’s distinction 


is not as great as it appears. The essence of his point is that if exports increase owing to a 
shift of demand abroad from domestic to imported products, the accompanying decline in 
income abroad will gradually result in a decreasing demand for imports generally which will 


» partially offset the initial increase in imports. On the other hand, an increase in imports due 
® to an increase in income may persist forever at the same rate. Thus if Xo is an “autonomous” 
| change in exports, X may be expected to decline; if Xo is “induced,” it may be expected to be 
» 4n equilibrium level. Accordingly, there are different multipliers to link the equilibrium 
i level of ¥ with Xo, depending on whether X¢ is “autonomous” or “induced.” 


But there is only one multiplier connecting the equilibrium level of X and VY; and the esti- 


be mate of Y based on observation of X as it develops (though not if based on X») does not depend 
» on outside knowledge as to whether the exports were autonomous or induced. Although this 


conclusion is clear from the figures in Machlup’s tables, he does not draw it and probably as 


) result overstresses the difficulties of measuring the multiplier (or a multiplier) on the basis of 


statistics (bid, pp. 42-49), 
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The effect of a change in exports via income on imports takes time—cop. 
siderable time. It is likely that these effects are not fully reflected jy 
the initial period and that M has not reached its equilibrium valye™ 
Therefore a formula based on (1): 


1 
Y.+ (Xo — Mo) 


would give a wrong result. Not only would it be wrong for the equilip. 
rium value of Y to be reached eventually. The same formula would }, 
even worse as an estimate for Yo. For whereas (X»—M,) >(X,-yy. 
and the right-hand side of (8) would be larger than Y,, VY» would be 
smaller than Y, as the former would also not yet reflect the full effects of 
the change in X. 

If there were an autonomous change in M of a known value Ma, they 
the above would apply unchanged, except that one would have to write 
(X— Ma) instead of X throughout. 

The case becomes more complicated where one knows, or has reason 
to suspect, an autonomous change Ma, but does not know its magnitude 
In this case, where one does not know the cause, one obviously cannot 
with any multiplier calculate the effect, z.e., the ultimate change in 
national income. Given c and qg, however, it may be possible to estimate 
Ma roughly from the statistics of X and M. Given X, M at any point of 
time will be determined by c, g and the length of the adjustment period 
If these three factors are known exactly, the induced imports can be 
calculated and Ma found by deduction. The accuracy of the result wil 
of necessity depend on the accuracy of the knowledge of ¢, g and the ad. 
justment period. 


VI 


Harrod’s formulation” suggests a further refinement by taking int 
consideration that the import ratio may be different for the production 
of consumption goods, investment goods and export goods, viz. : 


4 Mr. Colin Clark argues that the effect of changes in exports on the national income and 
through it on imports will fall almost completely within a three-month period, and assumes 
therefore, that the changes in the balance of trade from one quarter to the next will make allov- 
ance both for changes in exports and for the consequential changes in imports. (“Determinatin 
of the Multiplier from National Income Statistics,” Econ. Jour., Vol. XLVIII [Sept., 19% 
p. 439.) I fully agree with Jastram and Shaw in their criticism of this part of Clark’s argument 
—that the consumers’ income-outlay lag—to which Clark refers as less than a week as evident 
for his position—is not identical with the duration of the income circuit. (Mr. Clark’s “Sv 
tistical Determination of the Multiplier,” Econ. Jour., Vol. XLIX [June, 1939], p. 364.) 

‘6 T realize that this section spins out to perhaps undue length what may have been rather 
casual point of Harrod’s, 


896 THE AMERICAN ECONOMIC REVIEW 


|| 
Cc 
\ 


POLAK: THE FOREIGN TRADE MULTIPLIER 895 


M, = 
M, = 


M=M.+M,+M,z 


where M, represents the imports necessitated by the output of consump- 
tion goods, etc. On this basis Y becomes: 
1 
y = [V(1 — q) + X(1 — g.)] ————— (10) 
1 — c(l — 

Of course (10) can, as Robertson and Haberler show, be reduced to 
2?) and to (1). One can always reduce an equation containing a certain 
amount of specific additional information to a more general one—at the 
cost of losing the additional information. Yet (10) is superior to (2). For, 
whereas Jc, Jv, Gz, are Structural coefficients, g in (2) and (3) is essen- 
rated a weighted average, which will not be constant if the weights 

nange. 

Thus Harrod’s version of the foreign trade multiplier constitutes an 
improvement, though perhaps not a very great improvement. Haberler 
misses the point when he writes that (10) is less useful than (1) because 
) ; more data.!’ Formula (10) involves more parameters, but few- 


Crequil 

er time series. The value of the parameters can be learned from the ob- 
' servation of past developments; the value of time series can not. Thus in 
' any given situation we can know the q’s in advance, without any further 


observation, but not M. For that reason, equation (10), which does not 
require the observation of M, is superior to (1). Similarly, since (10) 
makes allowance for the effect on g of variations in the composition of 
Y, it is superior to (2). It does not require more observation than (2); 
_ but it does provide a more refined answer on the basis of the same ob- 


servation, 

We may draw from this example some conclusion on what is the 
“best” multiplier in a situation such as the present one, where various 
multipliers are logically possible. The objective of multiplier analysis is 

» here to forecast national income on the basis of known or assumed val- 
| ues ior one or more other variables, or to ascertain whether and to what 
» extent certain changes in Y can be attributed to changes in these other 
, variables. The best formula to be used is one expressing Y as a function 


of only the particular variables that are considered as ultimate causes, 
with as many parameters as are necessary in that equation; the “best” 
; muluplier is the one that contains all relevant parameters and does not 


“ This is equivalent to Harrod’s formula as given by Robertson. 


it., p. 466, 
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oblige one to refer to the observation of variables instead of explanatory 
formulations.’* On this line of reasoning (2), with only V and yx, a5 
explanatory variables, is preferable to (1) which also contains ¥. 
What would we say if the weather experts—to take an example ‘ 
another much abused science—declared that there was no point in Joy 
range weather forecasting since it involved more parameters 7 
produced less certain results than forecasts one day ahead and furthe, 
told us that, to be quite sure as to what the weather would be and not}; 
depend on theory, one did best to wait and see how it actually ture 


out?! 
Vil 


An important improvement and at the same time a simplification cap 
be made if it may be assumed that the following relation holds concer. 
ing the causation of home investment: 


In the studies 4 Tinbergen, a relation of this type, with renee 


correlated with Y) has been found to provide a very good explan 
This would transform (2) into: 


1 


Y=X 


Equation (12) gives a very simple relation between a country’s expors 
and its national income. The coefficient in this multiplier may not ® 
easily measurable on the basis of structural equations. But to the ext 


18 By the same line of reasoning Machlup’s refinement of distinguishing between “autm 
mous” and “induced” changes in exports (see footnote 13) constitutes a further improvemata 
(2): it enables one to estimate Y, on the basis of X» without waiting for the further deve 
ment of X. It follows that (2) (or [10]) are not necessarily “‘the best’’ equations to estimate: 
effects of export changes on the national income; but they are at any rate better than (1). 5: 
ever, (2) is as good as possible if one does not know the causes of the change in X ; anc it us 
provides the multiplier connecting Y, with Xo if we know that Xo is “induced” in Machi: 
sense—which as a matter of fact is the more common type of large changes in exports 4s 
autonomous changes. 

19 Haberler, who at one place inclines to the correct position of multipliers as the reau 
stable element compared with the multiplicands as the variable element in equations, == 
diately abandons this position to argue that to be as stable as possible, a multiplier shoux 
tain as few coeflicients as possible. (Prosperity and Depression, p. 466, paragraphs | =. 
respectively.) This, of course, would again lead to equation (5) above as ideal. (Inc jenaal 
there is no prima facie assumption that a multiplier with two coefficients is less stabie =&! 
multiplier with one coefficient, as Haberler states. If there are two positive coefiiciens mx! 
—the fluctuations in which may be assumed to be independent—and the multiplier ¢ 
them in the form (v+w), then clearly (v+w) is proportionately more stable than at iss ® 
of the two coefficients and possibly than both.) 
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that these equations hold themselves rigidly over a considerable period 
of time, and if, moreover, Ma may either be taken at zero for that period 
or its magnitude is known, it should be possible to find the multiplier 
from direct observation of X and Y. In fact this will be possible even if 
the economic structure is far more complicated than is implied in the 
description given above, with additional relations involving prices, 
wage rates, the rate of interest, etc., provided that: (a) all structural 
equations are linear; (b) the characteristic equation of the system of 
structural equations gives rise only to damped non-cyclical or very heav- 
ily damped cyclical solutions;” (c) the damping of the solutions is great 
enough for the bulk of the secondary effects to fall within a relatively 
short time after the primary effects. 

[t is quite likely that these three conditions are rather generally ful- 
fill ry at least for relatively small countries.” If this is so, a clear relation 
should be found to exist between the exports of such a country and its 
national income. The approximate parallelism of business cycles in 
various countries would seem to be an indirect proof of the widespread 
validity of such a relation.” 

One further step would seem possible. Combining (12) with (3) we 
find: 

qx (13) 

This would provide a direct link between a country’s imports and ex- 
ports (with a certain lag), and an important starting point for an expla- 
nation of the transmission of business cycles from country to country 


| through changes in trade. 


But this is probably where theorizing should stop for a while, and a 


) critical analysis of statistics should begin. 


*° Cf. for these technical terms J. Tinbergen, Business Cycles in the United States (League of 


) Nations, Geneva, 1939). An application of the multiplier is given on pages 162 ff. 


* This point cannot be elaborated here. Reference may be made to Tinbergen’s studies of the 


i economies of Holland and the United States. For the former country a heavy rate of damping 


was found. (Cf. J. Tinbergen, Am Econometric Approachto Business Cycle Problems, Paris, 
1937.) 

= Cf. J. J. Polak, “The International Propagation of Business Cycles,” Rev. Econ. Stud. 
(Feb., 1939 p. 79-98, 
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Comment 


By GOTTFRIED HABERLER* 


I 


The theory of the multiplier, especially of the foreign trade multi. 
plier, still has dark corners and causes a good deal of confusion, which js 
mainly due to carelessness in defining terms and to the failure of distip. 
guishing sharply between (a) the assumed empirical relationships ang 
(b) the logical implications of the terms used and the empirical relations 
assumed. Dr. Polak’s paper, although making several interesting points 
is not free of such defects. Before commenting on it in detail, however | 
shall state briefly the essentials of the problem as they appear to me x 
this time. 


II 


The specific empirical content of the multiplier consists of two proper 
sities (“parameters’’), the (marginal) propensity to consume, ¢, and the 
(marginal) propensity to import, g. (For brevity I shall always say 
“propensity” for “marginal propensity”’; similarly capital letters wil 
stand for increments leaving out the A sign.) The theory postulates: 
stable relationship (a) between consumption and income and (b) be 


the present paper I assume that they are linear. The usefulness of the 
theory depends on whether the stated relations are in fact tolerably 
stable or at least predictable. Whether that is true is, of course, a com 
plicated empirical question which cannot be easily answered with ya 
and no. Nobody who is familiar with the recent literature on the sub- 
ject will deny that in addition to income, other factors must be utilize 
to explain C and M, or in other words, that c and q can be regarded as 
stable only celeris paribus. No attempt, however, will be made here to 
indicate these other things. I shall assume that income is the most im- 
portant factor and that an explanation in terms of income is at least 
good beginning. 

It follows in my opinion that the theory should make use of ¢.! 
quite agree with Polak on that point. Economics is not so rich in stab 
empirical relations that it could tolerate any under-utilization of thos 
that are available. I alsoagree that if it were possible to find stable param- 
eters gc, Jz; 7», we should by all means utilize them. It should be rea 
ized, however, that practically no serious attempt has yet been made" 


* The author is professor of economics at Harvard University. 
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statistically evaluate g. or g,. For some countries and some periods there 
exist rough estimates of gz (the import content of exports). But most 
statistical work has been concerned with g (rather than with its subdi- 
visions) and with the imports of particular commodities.’ Therefore, the 
introduction of g-, g, and q, into the multiplier formulae is a theoretical 
refinement of as yet doubtful practical utility.? 


III 


Polak seems to believe that acceptance of g (or some of its subdivi- 
sions) as a stable magnitude and its utilization in economic analysis 
imply the acceptance of the proposition that the stimulating factor in 
multiplier analysis should be exports as such (even if simultaneously 
matched by imports) and not export surplus. Anyone who has care- 
fully studied Professor Machlup’s book,’ (which should be required 
reading for everyone who wishes to work in this field), will immediately 
discover that this is a misconception.‘ 

There is general agreement now that we have to distinguish between 
the instantaneous and the serial multiplier. Every multiplier formula 
has to be interpreted either in the instantaneous sense or as depicting a 
position (usually the final equilibrium position) in a dynamic process. 
Polak agrees that the multiplier in the instantaneous sense which 
Keynes called the “logical theory of the multiplier” is a “barren iden- 
tity.” I shall therefore concentrate on the serial interpretation. 

Polak’s position is, however, ambiguous to say the least. He wants 
to “separate” the multiplier analysis from the “‘logical theory of the 
nultiplier.”” But the larger part of his paper is concerned with what he 
calls “static” analysis. Only in Section V does he turn to “the dynamic 
aspects.” In the dynamic analysis he wishes ‘‘to estimate Y and in 

[t should be observed that ge and g» cannot be evaluated by merely distinguishing between 

sumers’ goods and non-consumers’ goods in imports, because non-consumers’ goods are 


1 the production of consumption goods. More complicated procedures would have to 
be employed. 

* Contrary to what Polak says, I did not object in my Prosperity and Depression to the utili- 
zation of the empirical relations designated by the symbols g, g-, etc. I am sure I did not see all 
issues involved very clearly, but I did say expressly (a) that the multiplier analysis is useful 
{ and in so far as the multiplier can be assumed to be stable over time” (p. 466), and (b 
that the propensity to import becomes a really useful device of analysis only if it is a part of a 
truly dynamic sequence analysis (p. 470). These two statements seem to me stil! correct and 
essential for a proper understanding of the whole matter. 

I admit Polak is right when he objects to my statement that the existence of two or more 
parameters in a multiplier formula makes it less valuable than a formula which contains only 
_ parameter. But his alleged reductio ad absurdum of the statement that the multiplier 

should be stab le is entirely beside the point. His formula (5) is simply the definition of income; 
wh not a multiplier formula at all. From the postulate that one should use only a stable multi- 
per, it does not follow that one should not use any multiplier! 


International Trade and the National Income Multiplier (Philadelphia, Blakiston, 1943). 
Chis is also indicated in my treatment of the matter. See op. cit., pp. 470-71. 
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particular the equilibrium level of Y.” Now if the determination of the 
final equilibrium position of a dynamic process belongs to dynamic 
analysis, there is nothing left for static theory except the instantaneous 
multiplier, z.e., Keynes’s “logical theory of the multiplier.” 

This failure to keep the two meanings of the multiplier strictly apart 
makes the arguments which Polak uses to show the inferiority of the 
original Keynesian formula (1) very confusing. If the multiplier is inter- 
preted in the instantaneous sense, the formula follows from the defini- 
tion of the terms involved; it is then not very useful but it cannot “lead 
to wrong conclusions.” If it is meant to depict the final equilibrium of a 
dynamic process, it refers to a different sequence model than formula (2 
and can again not be said to be wrong, except if improperly applied. The 
sequence model underlying formula (1) is the familiar one of a constant 
stream of autonomous expenditures (constant multiplicand= V+ X— y/) 
which generates a rising stream of income that adds up to, or more pre- 
cisely asymptotically approaches, the value stated in (1). 

Formula (2) refers to a different sequence model. It assumes a con- 
stant stream of (autonomous) exports with a gradual rise of induced im- 
ports as pictured in Professor Machlup’s sequences I and II.* Now how 
about applying formula (1) to such a case? The answer is obviously that 
if (1) is taken as a description of the outcome of a sequence process, it 
just is not applicable.* The reason which is not made clear by Polak is 
this: In the model underlying formula (2) investment does not remain 
constant. Domestic investment (V) being assumed to be zero, all invest- 
ment is foreign investment, consisting of a declining series of export- 
surpluses. It is assumed that exports rise to a higher level and stay there. 
M then rises gradually but so long as it has not caught up with X there 
is an export surplus, a dwindling series of investments abroad. (For de- 
tails see Professor Machlup’s patient explanations.) We may say that the 
introduction of g introduces (foreign) investment as a variable.’ In- 
vestment now consists of an autonomous unexplained part, X, and an 
induced, explained part, M, the latter being, of course, negative. 

Let us now look into the “wrong conclusions” that can be derived, 


5 Op. cit., tables on pp. 29 and 37. 


6 In the instantaneous sense formula (1) could, of course, be applied to each period of the 
sequence model underlying formula (2), although this would not be a useful procedure. It 
should be noticed that the multiplicand would change from period to period for reasons stated 
in the text. It should also be noticed that the instantaneous propensities, AC,/AY; 
AM,/AY,, etc., are not the same as the lagged propensities AC,/ AY AM,/AY etc, 
and since the latter are supposed to be constant throughout the process the former would 
have to change from period to period. 

7 It must not be forgotten, however, that this assumption can be realized only under a cer- 
tain institutional setup and a certain behavior of the monetary authorities and the banking 
system: It is assumed that the country is willing to accumulate foreign assets (gold or balances 
without taking steps to correct the balance. 
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according to Polak, from formula (1). As one would expect, the mistakes 
are due to misapplication of the formula and to nothing else. The first 
“wrong conclusion” which he mentioned is the proposition that a given 
X will create a larger income the smaller the M induced by X. This con- 
clusion, if properly understood, is perfectly correct. If formula (1) is 
applied to its own proper sequence, M must be interpreted as autono- 
mous imports, as M, in Polak’s notation.* Then Polak himself agrees that 
the greater M, the smaller the multiplicand and the smaller the resulting 
income. 

On the other hand, if formula (1) is applied to the model sequence un- 
derlying formula (2), it can be applied only in the instantaneous sense 
to each period of the sequence. Then the M is induced and the statement 
that the larger M, the smaller Y means then the larger g the smaller Y, 
which again is quite correct and does not contradict formula (2). 

The second allegedly wrong inference is that if X induces an import 
M=X, the income associated with it will be zero. We have here a 
stream of X which is simultaneously and continuously matched by an 
equal import stream. We have then to assume that the X is offset by 
autonomous imports M,.° Then it follows, of course, from Polak’s for- 
mula (2)’ that there will be no stimulating effect. If M. were smaller 
than Y, there would be at least initially an export surplus and a net in- 
crease in Y. But only if the initial export surplus remained constant 

which could happen if either M, fell when M rises or if g gradually de- 
creased) could formula (1) be applied to compute the final equilibrium of 
the sequence. 

lhe alleged inference III simply does not follow. If we allow ourselves 
to apply formula (1) somewhat loosely in the instantaneous sense (the 
application in the serial sense is clearly inadmissible) we have to say 
that so long as there is an export surplus, that is so long as imports have 
not caught up with exports, income will rise. As soon as X= M the rise 
in income ceases.!° The inference that income will decline when imports 
have risen to the level of exports has not been drawn by anybody. Polak 

‘It should be observed that even “autonomous” imports may have been “caused” by ex- 
ports, if they have not been induced by a prior change in income. For “induced” in the tech- 

| multiplier sense means caused in a particular way, by a prior change in income. For exam- 

mports which are necessary for exports (“import content of export’’) are caused by X 
but are autonomous. Similarly, if a foreign country refuses to admit imports unless it can 


export, the home country can export only if it imports, at the same time. The imports can be 
then said to be due to exports, but they are not “induced” in the technical sense. 

* If the M were of the induced kind in the technical sense, it would lag behind X and there 
would be a (temporary) export surplus, 

'° If ¢<1 income will cease to rise before =X and, as Polak points out, M will remain 
smaller than X, even in equilibrium. The reason is that equilibrium requires that X is equal to 
mport plus the saving leakage. That has already been explained by Machlup. But it is only 
true if there is no induced domestic investment (V =0) and it implies a permanent export sur- 
plus (accumulation of gold or foreign balances). 
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seems to have forgotten that Y stands for increments in income.” The 
increments to income do, of course, decline and become zero when M = ¥ 

Another alleged ‘“‘nonsense result” of formula (1) is that it yields g 
negative multiplier and hence a fall in income of ¢>1. This apparent 
paradox which has arisen in the discussion of the multiplier for the closed 
economy can be easily cleared up. If the multiplier is understood in the 
instantaneous sense, the result is entirely correct. This can be easily seen 
by shifting vertically upward a consumption function with a slope of 
more than 45° (c>1). The equilibrium point, 7.e., the intersection with 
the 45° line will then lie to the left of, z.e., at a lower income level than, 
the original intersection, but the equilibrium is unstable. For the seria] 
multiplier the summation formula must be changed if c>1, because the 
geometric series is then no longer convergent. There is, of course, no 
stable equilibrium in that case either. 

If g is introduced, that is to say if an import leakage is assumed, 
formula (1) is no longer applicable for the calculation of the final equi- 
librium. The reason is again that we have thereby changed the sequence 
model from one with a constant expenditure stream to one with a declin- 
ing stream of stimulating expenditures (foreign investments). The 
equilibrium now becomes stable in spite of the fact that ¢>1, if c—q<1. 
We may say the import-leakage absorbs the consumption overflow and 
so restores stability (provided we regard the indefinite accumulation of 
a foreign debt as compatible with equilibrium). 


IV 


On the interesting question whether a strictly simultaneous shift in 
exports and imports generates income or has a multiplier effect, Polak 
has nothing to say, although it seems that he wishes to contribute to 
its solution and labors under the illusion that he has in fact contributed 
something by establishing the superiority of formula (2). W. F. Stolper 
in his article, ““The Volume of Foreign Trade and the Level of Income,’ 
has made a notable contribution to this subject about which I should 
like to make a few comments. 

I have noticed that some people have been misled by the equation 
¥=C+V—M-+X to conclude that an equal change (up or down) in X 
and M cancels out and does not affect income. This is, however, a mis- 
conception which probably stems from a failure to remember that C 
and V include consumption and investment of imported consumption 
and investment goods.“ Suppose there is additional production for ex- 

t Polak was probably misled by my saying that the expansion of income will be “inter- 
rupted” as M rises to the level of X. It should have been clear from the context that I meant 
that the expansion will cease, income will cease to rise. At any rate, all that can be found spelled 
out in great detail in Professor Machlup’s monograph. 

3 Quarterly Journal of Economics, Vol. 61 (Feb., 1947), pp. 285-310. 


3 C does not stand for domestic production of consumption goods, but for total consumption, 
from domestic production and imports together. Similarly V. It should be noted, however, 
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rts and a corresponding increase in imports, then C or V must rise, for 
‘he imports are either consumed or invested. On the other hand, if there 
are additional exports and imports without a rise in output, Y would 

changed. Anything may happen, but what happens cannot be 
| from the income equation. 

[It seems to me that it is impossible to deny that an upward shift of X 
.nd M may, under various sets of circumstances, raise national income 
|employment. Suppose exports and imports are closely tied together 

igid bilateral clearing, none of the countries being willing to ac- 
late foreign balances. It is then clearly possible that if trade is cur- 


tailed by, say, quotas or exchange control each country will experience 
unem loyment in its export industry which is not offset or not com- 
pletely offset by more employment in the industries competing with 


imports. If the step is later reversed and the restrictions are removed, 

.e would expect an increase in output and employment.” 

Professor H. Neisser in his interesting paper, “The Significance of 
Foreign Trade for Domestic Employment,’’” although he belongs to 
those who regard export surplus not exports as the stimulating factor in 
maltipl ier analysis, constructs a case where “employment is. . . in- 
creased pari passu with imports and exports, even though no export sur- 
plus develops” (p. 316). ‘“‘Consider a country (such as Great Britain and 
formerly Germany) in which a considerable part of the existing equip- 
t is geared to the further production of equipment goods like steel 


and machinery. .. . J Assume further that in this country the propensity 
to save has been greatly reduced, with the result that even from a full- 
employment income not enough would be saved to buy the capacity 

itput of the equipment goods industries at cost prices” (pp. 315-316). 


Under these rather Hayekian, un-Keynesian assumptions the possibility 
of exporting the excess output of the investment goods industries “‘would 


that AC in Professor Machlup’s tables is defined as consumption of domestically produced 


output. (Output of consumption goods is part of V to the extent that it is not consumed but 
added to stor ks ) 

By splitting C, V, and X into a domestic and an imported part, C=Ci+C,, V=VatVm, 
and X=X4+X,, and by splitting imports into its components, M=M.+M,+M, (M.=Dn, 
Mz=X,,),wecan derive the formula: 
M,=Cz+Va+X4¢ which expresses the equality of national income and the value of national 

It should be noticed, however, that care has to be taken to add income from interest, divi- 


lends, reparations and similar items to the value o foutput. As Hicks says (The Social Frame- 

work of the American Economy |New York, Oxford Univ. Press, 1945], p. 160) it would mean 

stretching the concept “output” a bit too far to say that interest or reparations received from 
abroad are a part of national output. 

‘ The emphasis is on employment, for it is not the classical rise in output due to greater divi- 

‘ labor along the lines of comparative advantage which is at issue. Needless to say that 

with full employment a rise in income may well reduce employment (without producing 

‘soluntary unemployment), if the income elasticity of demand for leisure is less than one 


tas Kesearch, Vol. 13, Sept. 1946 
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restore the possibility of reaching full employment” (p. 316), even i 
imports (of consumers’ goods) continuously match the export of equip- 
ment. This case is evidently based on the assumption that it is impossi. 
ble to move the factors of production from the overdeveloped invest. 
ment into consumption industries, for otherwise full employment could 
be reached also without additional trade. (It goes without saying that on 
classical grounds the international trade solution of the dilemma js 
more desirable than a solution without trade through shifting of factors 
from investment to consumption industries, the reason being that the 
international trade solution will result in larger productivity and out- 
put, if the country in question is ill adapted for the production of the 
consumers’ goods which are demanded.) 

Many other cases could be contrived which would lead to the same 
conclusion that a balanced rise in exports and imports may lead to more 
employment and output. But our question is, what have these cases 
to do with the multiplier? 

Suppose hitherto unemployed industrial workers are put to work in 
country A and food and raw material producers in country B; these two 
groups exchange their respective output and trade is carefully timed so 
that exports and imports balance. Where would a multiplication come 
from? Even if the propensity to consume of the newly employed workers 
were unity, it is difficult to see why income and employment should rise 
by more than the additional value produced (which is equal to X =), 
It is, of course, possible that additional investments become necessary in 
the export industries. Such investments would be in the nature of an ac- 
celeration effect which is not contemplated by the authors under consid- 
eration. If it happened, there would be domestic investment, V, which 
would have to be duly multiplied, but would not justify a multiplication 
of X by any one of the multipliers that have been discussed here or in 
Polak’s paper." 

Dr. Stolper’s case is different. His theory is formally unassailable 
What can be questioned, however, is the empirical realism of his assump- 
tions. His theory can be summarized as follows: A balanced expansion 
of trade is likely to raise the average propensity to consume—in other 
words, graphically speaking, to shift the consumption function verti- 


16 Tt is, however, just as easy to think of other cases where a balanced expansion of trade 
produces a contraction of employment and income. Suppose increased foreign competition 
and imports (which may be due to a tariff reduction or other causes) knock out an industry anc 
produce unemployment. Suppose there is a parallel increase in exports, so that it is not a case 
of an import surplus with the multiplier working in reverse. Nevertheless the stimulus afforded 
by the additional exports may be just enough to fill the gap in effective demand caused by the 
unemployment in the import industry. What has happened is that domestic labor has been re 
placed by foreign labor. 


17 It is, of course, always possible, ex post, to construct an instantaneous ad hoc multiplier. 
But a multiplier which has to be changed from period to period is not a very useful device. 
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cally upward to a higher level. What does a rise in the average propensity 
to consume mean precisely? It means that people spend more and save 
less. The fall in saving has no adverse effects on investment because 
investment can be financed by additional bank credit. Hence there is a 
net increase in aggregate expenditures. Additional expenditure on con- 
sumption, “autonomous consumption,” has the same stimulating effect 
and has to be multiplied just as new expenditures on investment. 

Now suppose the new expenditure is directed toward imported goods, 
but imports are rigidly linked to export through a bilateral clearing or 
an import license system which does not permit a foreign balance to 
develop. Then we may say that the new consumption demand is vir- 
tually directed to the export industries and the multiplier process works 
via an international exchange. 

Stolper’s theory is that the removal of trade barriers may unleash 
such an increase in the average propensity to consume which “had been 
artificially depressed by exchange controls, quotas and other interfer- 
ences’ (p. 288). 

The question may be asked, why did people not spend more on do- 
mestic goods prior to the removal of the trade barriers, if they had a 
desire to consume more and had the means to do so? Stolper’s answer is 
that a removal of trade barriers makes a larger variety of goods available 
and this larger choice stimulates the appetite for consumption in gen- 
eral.'8 

The argument is certainly ingenious and the conclusions are correctly 
derived from the premises. Still, the theory seems to me rather far- 
fetched. The construction is based on a formidable set of assumptions 
over and above the assumptions made in the ordinary multiplier analy- 
sis.!* The result is a theory of a singular case rather than a general mul- 
tiplier theory. 

The practical importance of Dr. Stolper’s theory seems to me very 

‘* He puts it the other way round. “It [a raised tariff] may, and probably will lead to addi- 
tional savings . . . because consumers, faced with a restriction of the range of goods available 
to them, are likely to restrict their total consumption.” 

“There will be a substitution of savings for imports,” (Quarterly Journal of Economics, 


Feb., 1947, p. 297). It should be mentioned at this point that Stolper operates also with a 
propensity to invest. Investment, just as consumption, is a function of income and the invest- 


ment function like the consumption function is liable to be pushed up by the opening of trade 
)pportunity. However, no acceleration effects are contemplated, investment is a function of 


income, not of a change in income or of output as a whole or any part of it. 


‘ That is what I meant when I said that “Those who maintain that changes in export must 
be put into the multiplicand irrespective of whether they are or are not accompanied by parallel 
changes in imports, may have a point; but they are stepping outside the multiplier.” (Pros- 
pertty and Depression, p. 468.) The additional assumptions here are: The height of the consump- 
uon tunction depends on the range of goods available; this range depends on imports; import 
restrictions are so severe as to restrict that range seriously; the countries in question suffer 
‘rom oversaving. The first three hypotheses do not sound implausible, if regarded in abstracto. 
It is their combination, each in sufficient intensity, which is highly improbable. 
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limited. I do not doubt in the least that the interruption of internation) 
trade (by war or in depressions) has had disastrous consequences no} 
only on output but also on employment of a number of countries anq 
that consequently the restoration of international exchange of goods 
and services can have most beneficial effects. But if these beneficia) 
effects depended on a trade-induced rise in the average propensity to 
consume, there would be an easy substitute for the resumption ‘and 
expansion of trade: Print enough money, hand it out to the people and 
they will be only too happy to “raise their average propensity to con 
sume”’ and collectively lift themselves up by their own bootstraps. | 
think it will be generally agreed that this cure cannot be recommended 
to those countries that have been hit by the interruption of internationa| 
trade. 


V 


My general conclusion is that nobody has yet been able to make a 
good case for regarding exports (as distinct from export surplus) as the 
stimulating factor in the multiplier analysis, although it is easy to see 
that under various sets of circumstances employment and output will 
be decisively affected by a balanced expansion of trade. Depending on 
the circumstances and especially on the precise way by which the i: 
crease in exports and imports has been brought about, it may result in 
an increase or decrease of employment and national income. The me- 
chanical application of a multiplier to exports which are simultaneously 
matched by imports rests either on confusion of thought or on very 
special and largely unrealistic assumptions. The applicability of a serial 
multiplier of form (2) is, however, not excluded or impaired by the fore- 
going. 


A Restatement 


By J. J. PoLAK AND G. HABERLER 


After further discussion it appears to us that the points of view ex 
pressed in the two preceding papers can be reconciled into one restate- 
ment of the entire problem, which, we hope, will eliminate most oi the 
“dark corners.” We conclude this discussion, therefore, with a joint 
statement, leaving the two earlier contributions for what they 2 
worth. 

1. Much confusion concerning the multiplier (and not only the foreig 
trade multiplier) has arisen from inadequate distinction between ¢¢/- 
nitional or instantaneous, and causal or serial relationships. The main 
contribution of the multiplier to economic science is as a tool of caus#! 
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snalvsis. Wherever possible, it should be used in that sense. Any mul- 
er should include as many parameters as may be assumed to be 
reasonably constant. 
Formula (2), which has exports as the multiplicand, is suitable for 
, serial explanation of the development of national income where X is 
nstant and M changes as a constant function of Y. This does not 
t its applicability to situations where X is constant forever; it is 
‘ent that the fluctuations in X are sufficiently moderate for Y to 
t itself to the changing values of X. Thus formula (2) is suitable 
plain fluctuations in Y as a function of fluctuations in X. 
Formula (1), which has the export surplus as the multiplicand, 
e suitable for a serial explanation of the development of national 
where (X—M) is constant. This is a most unlikely case. It 
res not only that Ma is constant, which is as reasonable to assume 
nstant X, but also that g=0. This is possible under certain 
rnment policies; but it is not likely. Wherever g>0, (1) has no 
pplicability. In this sense (2) has more validity than (1). 
Formula (1) is, of course, always true in the definitional, instan- 
s sense. But as such it is rather useless and must be handled 
- in order to prevent wrong interpretations. That seemingly 
t definitions which cannot be “right” or “wrong” may easily 
y way of causal misinterpretation, to incorrect conclusions is 
wn from the quantity theory. 

Special care should be taken when using (1) in the instantaneous 
sens keep in mind that ¢ must be defined without a lag as C,/Y:. 
Whether the instantaneous ¢ or the lagged c, (C,/Y:4) is more likely 

nstant is, of course, an empirical question. A priori one would 
expect constancy, if at all, in the lagged rather than the in- 

ous sense. 
y rate it should be observed that if in a sequence model (as 
ted by Machlup, Metzler and others) the lagged c is assumed 
nstant, the instantaneous c cannot be constant, but has to 
from period to period. Thus in the familiar model not only the 

‘tiplicand but also the multiplier (1/[1—C,./Y.]) changes 

riod to period. 

5. When there is an equal simultaneous increase in X and Ma, 
hing can be stated in general about the effect on Y. All depends on 

| circumstances, on acceleration effects and influences on the 

‘ propensity to consume and to invest, about which it is im- 
ble to generalize without detailed information about a variety of 


factors which cannot be enumerated at this point. 


6. When, on the other hand, Ma=0 and M increases asymptotically 
X because c=1, so that X-—M approaches 0, the net result on Y is 
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The Liquidity Crisis Abroad 


The United States has willy-nilly launched upon unfreezing the insolvent 
economies of some thirty countries by providing them with liquid funds, Tp 
an objective observer this experiment arouses admiration for its boldness 
and qualms for its recklessness. 

I do not propose to present an analysis of the pros and cons of this ex- 
periment here. My sole purpose is to bring into the focus of American 
economists certain questions. 

Neither the erudite monetary treatises of the twenties nor the volumi- 
nous business cycle studies of the ’thirties, nor even the optimistic fiscal 
policy literature of the early ’forties seem to give us much aid and comfort 
in this direction. We have to face the novelty and urgency of the situation, 

The fact that not a single prominent economist or group of economists 
predicted during the war years anything like the actual postwar military 
expenditures of the United States augurs not too well for our sense of 
realism. The highest estimate did not exceed six billion dollars while the 
present amount of twice that much is proving dangerously inadequate 
There may be some justification in the belief that specialization blinds the 
specialist to complexities and intricacies outside his field. To be an econo- 
mist does not necessarily mean to be blind to socio-political, psychological 
and other historical and cultural factors. One cannot evaluate the true 
weight of the economic factor unless he is made aware of the non-economic 
elements and forces of life. How can we develop foresight to match our 
hindsight? So far the primary function of most professional economists has 
been to hold post-mortems, but that is not what we need today unless we 
are reconciled to hold a post-mortem of our civilization in the near future 

Americans in general and their economists in particular have to face the 
fact that the traditional free-enterprise system will not be the primary agent 
of economic expansion either at home or abroad. Private investors and 
banks would not make sufficient quantities of capital available, as the 
London Money Market did in the 19th century. Most American investors 
would like nothing better than clipping coupons at home. But that is not 
the type of world we live in. Even when private sources make available 
money for lending and investing they demand the U.S. government 
guarantee directly or indirectly through the International Bank. In this 
group of facts we need to include the impossibility of raising taxes in 
America beyond definite limits, and at the same time realize that there is no 
likelihood of reducing the U. S. government’s expenditures, There remains 
one main source of raising money for internal and international economic 
expansion and that is through the creation of public debt at an accelerating 
rate. 
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We economists have to face the fact that American loans, aids, grants» 
lend lease, etc., may be intensifying the violent disparity between “too” 
rich America and an utterly devastated and impoverished world, on the 
sne hand, and the very few rich and the very many poor abroad, on the 
ther hand. 

The money loaned abroad is spent for the most part within the United 
States thus contributing to the maintenance of a high level of employment 

1d national income. It is not difficult to demonstrate that if the rest of the 
vorid gets back on its feet or joins the U.S.S.R. the American economy 
vould collapse unless something is done about it. Wheat exports of the 
United States have been almost a billion bushels since July 1, 1945. These 
) man, woman and child in the United States. It does not require any 
stretch of the imagination to see what the price of wheat could be per bushel 
{ this outlay of two to three times the total American wheat consump- 

n were stopped. Under certain realistic political conditions, American aid 
may actually hinder economic recovery in certain areas and make them 
more dependent upon American imports. The dollar balances accumulated 
during World War II are already depleted and are back in America. These 
and other factors are making the United States richer and the rest of the 
world, outside of the U.S.S.R. and the orbit of its subjugation, poorer. 

[he parts of American loans, aids, etc., that are not spent in America 
1ay be responsible for raising the price level in a borrowing country because 
they create more purchasing power with no increase in capacity to produce. 
Outside of the black market operators, American agents and compradors 

d importers of American-made goods, gadgets and trinkets, the rest are 
suffering even more acutely because of the inflation generated by American 


financial aids. 


To date I have not seen a single monograph written by an economist dis- 
cussing the economic problem of backward areas in the realistic terms of 
the middle twentieth century and not along eighteenth- and nineteenth- 


entury colonial lines. What are the economic issues of under- and unde- 
veloped areas? To what extent can or should America aid Great Britain? 
What sort of reconstruction can be financed by the central banking? What 
are some of the realistic estimates for putting various Western European 
nations on their feet and how? These are only a few of the fundamental 
questions facing us today. The Marshall Plan, if and when it comes into 
operation, would be a step in the right direction provided that its funda- 
mental prerequisite is strictly observed. This prerequisite can be summed up 
in the two basic formulas that (1) Western Europe accept a lower standard 
of living for at least five consecutive years; and (2) Western Europe 
mobilize its entire labor force and employ them in its most productive lines. 
he chain-reactive forces of a contracting economy, in the form of loss of 
investment overseas, capital-fund dissipation, capital goods destruction, 
cumulative property depreciation, natural resources depletion, soil con- 
tamination and exhaustion and so on, can be checked or possibly reversed, 
only by an accelerating increase in the processes of capital formation and 
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capital accumulation over and above the volume of a curtailed consumption, 

The application and the execution of such a program, however, present 
some embarrassment to the socialist-reformer governments in England and 
other Western European nations. But this is a dilemma that Western 
Europeans and their respective governments have to face before American 
aid can be of any lasting value to them. They cannot have the cake of re. 
covery and at the same time force the reforms down the throats of their 
peoples by an ever-expanding governmental bureaucracy. 

Events are unfolding so swiftly that unless we run thrice as fast, we fal] 
behind. Such platitudes as “freer trade,” “international economic coopera- 
tion” and “raising the standard of living of the masses,” are poor sub- 
stitutes for original and realistic thinking. It is pleasant to run from these 
realities to discuss the “tertiary effect in the acceleration principle or the 
secondary effect of the principle of multiplier and the relation.” These may 
be neat analytic theoretical jobs, but they have not solved our basic prob- 
lems. 

Perhaps the challenge of our time is too overpowering, perhaps America 
and American economists are not prepared to shoulder this world responsi- 
bility. Perhaps it is too late to check, let alone reverse, the process of disin- 
tegration of our economy. Of one thing I am certain, that the U.S.S.R. does 
not have the answer. The U.S.A. may not be the best, but it is the last 
hope. 

Revolution in its most significant sense does not mean barricading the 
streets and shooting down people. The change in attitudes, habits of thought 
the discovery of new methods and social innovations are by far the more 
effective revolutionary weapons. Capitalism and its dynamics have a certain 
flexibility that most other economic systems do not possess. In this flexibil- 
ity there may lie the possibility of a revolutionary capitalism. 

HESHMAT ALA’! 


The author is executive director of the Middle East Research Bureau, Inc. 


Factors Determining the Location of the Least Cost Point 


I. Introduction 


Practically all average cost curves used for illustrative purposes in text- 
book discussions or in market price analysis are concave upward with their 
lowest points located some distance to the left of the point of capacity out- 
put. A typical cost curve is illustrated in Figure 1. It will be noted that the 
lowest point of this curve lies near 35 per cent of capacity. The particular 
pattern of an illustrative cost curve would be of no importance were it not 
for the fact that the validity of much textbook analysis depends upon a far- 
to-the-left location of a least cost point. 

For example, orthodox theory implies that entrepreneurs actually adjust 
their scales of operation so as to equate marginal costs and marginal revenue 
Such a statement is either true, partially true, or completely false. If, 4 


A 
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engineers and business men claim, the scale of operations of a plant is ac- 

sally determined without reference by them to marginal concepts, econ- 
mists should cease to insist upon the validity of this statement. If, as this 
article argues, the statement is only true when the fixed factor is not de- 
‘gned by modern engineers, then this limitation should be admitted. In any 
considering the strategic importance of the location of the least cost 
ooint, it is strange that more attention has not been paid by writers to the 
‘actors responsible for its location.! 


Typical Cost Curve 
1 
| 
is 
i> 
Fixed Unit 
1% Scale of Output 100% 


FIGURE 1 


II. The Problem 


verage cost of production of an enterprise at any given scale of 
perations is the sum of fixed-unit and variable-unit costs. As shown in 
Figure 1, fixed-unit costs decline when the scale of operations shifts in the 
of capacity output. Consequently, if the lowest point of a cost 
rve falls in a relatively early stage of operations, it is because variable- 
sts increased faster than fixed-unit costs decreased. This means that 
stigation of the factors responsible for a far-to-the-left location of 


1 A number of writers have discussed various aspects of the problem. Reference is made to 
G. J. Stigler’s, “Production and Distribution in the Short Run,” Jour. Pol. Econ., Vol. 47 

3 305-27; Joel Dean’s, “Statistical Cost Functions of a Hosiery Mill,” Jour. Bus. 
niv. Chicago, Vol. 11, No. 4 (July, 1941), pp. 3-15; C. Reinold Noyes’, “Certain Problems in 
Stud Costs,” Am. Econ. Rev., Vol. XX XI, No. 3 (Sept., 1941), pp. 473-92; Hans Staehle’s, 
Statistical Cost Functions,” Am. Econ. Rev., Vol. XXXII, No. 2, Pt. 1 (June, 1942), pp. 
321 ind Richard Lester’s, “Shortcomings of Marginal Analysis for Wage Employment 
Problems,” Am. Econ. Rev., Vol. XXXVI, No. 1 (Mar., 1946), pp. 63-82; “Marginal Analysis 
ind Empirical Research,” by Fritz Machlup, Am. Econ. Rev., Vol. XXXVI, No. 4 (Sept., 
1946), pp. 519-54; and communications in the March, 1947 issue of the American Economic 


Keriew, pp. 135-57. 
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the least cost point must concern itself with the reasons justifying an as. 
sumption of increasing variable-unit costs. 

Variable unit costs can be computed by either one of two methods. Under 
all circumstances it can be computed by dividing “total variable cost” hy 
the “actual output” at each scale of operations. When the market for input 
units is perfect, as it is for the vast majority of concerns, variable unit costs 
may be computed by dividing the cost of one unit of input by the average 
output per variable factor at that particular scale of operations. This 
latter method has advantages for present purposes, since it throws emphasis 
upon the factor responsible for the phenomena of decreasing or increasing 
average variable costs, 7.e., changes in the efficiency of the input factor! 

The solid line shown in Figure 2 is an average returns per variable factor 


Output 


Scale of Operations 


FIGURE 2 


Output curves upon which typical cost curves are based. (Whenever a 
cost curve of the pattern shown in Figure 1 is used, the curves of Figure 2 
are assumed or implied.) 


curve taken from a well-known and widely used textbook and may be ac- 
cepted as typical of the kind of average output curves underlying most text- 
book cost and price analysis.* The marginal returns curve is shown in dots. 
Behind the curves of Figure 2 lies an assumption, which is never stated, 
that the plant in which production occurred was designed in such a way as 


2 Since the numerator of the fraction is constant, variable-unit costs vary inversely with 
changes in the denominator and the point of least cost always coincides with the point of high- 
est output per variable factor. The inquiry thus becomes that of seeking an explanation for 
far-to-the-left location of the point of greatest average returns. 

3 The curve shown in Figure 2 is modeled after that found on page 114 of Economic Analysis 
and Public Policy, by Bowman and Bach (Prentice-Hall, 1945). Similar curves can be found in 
other tests. 
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will see readily enough why he must have his least-cost point considerably to the left of capacity 
if he is to get the results stated by the orthodox theory. 
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to cause the variable factor to be used most efficiently when output is rela- 
tively small. In such a plant an expansion in the scale of operations leads 
toa less and less efficient use of the variable factor; viz, to the phenomena of 
jiminisnaing average returns. 

An alternative seldom admitted (except in technical articles that treat 
special problems) is presented graphically in Figure 3. Here the underlying 


wo Marginal 


Out put 


Capacity Output 


0% Scale of Operations !00% 


FIGURE 3 


Output curves representative of a situation in which the fixed factor is 
designed by engineers. 


assumption is that the engineer designed the plant so as to cause the variable 

factor to be used most efficiently when the plant is operated close to capac- 

y. Under such conditions an average variable cost curve declines steadily 

| the point of capacity output is reached. A marginal curve derived from 

such an average cost curve lies below the average curve at all scales of opera- 

n short of peak production, a fact that makes it physically impossible 

n enterprise to determine a scale of operations by equating marginal 
cost and marginal revenues unless demand is extremely inelastic.‘ 

To say that the marginal cost curve becomes vertical at capacity output 


and so does cut the marginal revenue curve in such cases is an attempt to 


lo demonstrate, assume a cost curve in which the least cost point is at capacity output. 
ng conditions of pure competition, draw any marginal revenue curve higher than the 
st point. Now draw in the marginal cost curve, which for mathematical reasons will 
ncide with average costs at an output of one product, decline more rapidly than the average 
t curve as the scale of operations is expanded, and eventually will rise to cross the average 
urve at the point of least cost. If the reader draws curves to match his assumptions, he 


Under conditions of imperfect competition the result will depend upon how high above the 


least-cost point he places the demand line and upon its rate of slope, i.e., elasticity. 


— 
tor’ 
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save face by a play on words. A vertical curve would mean that any anj 
every point on the curve is the cost of the last unit of output. Obviously th. 
last unit of output can have only one cost. The truth of the matter is tha: 
the MC curve does not rise vertically at the point of capacity output: jt 
ENDS there. A vertical marginal cost curve exists only on graphs and jy 
the realm of imagination. 

Thus it would appear that theorists are left with a choice of two assump- 
tions. They may assume, if they wish, that the efficiency of the variable fag. 
tor is normally greatest long before capacity production is reached, jp 
which case by their assumptions they will insure the conclusions of their 
analysis. With equal justification they may assume, what most business 
men believe to be a fact, that the efficiency of the variable factor is custom. 
arily greatest at or near the point of capacity output, in which even 
business men do not determine their scale of operations by reference to 
marginal cost and revenues at all: they simply produce all that they can 
sell. It is important to discover which of the two assumptions comes nearer 
to coinciding with conditions existing in the world of reality. 


III. Factors Responsible For Output 


Statistically speaking, curves of the type shown on Figures 2 and 3 ar 
graphical representations of a mathematical relationship believed to exist 
between two variables: input and output. Two implications are involved ir 
each such graph. The first is that two, and only two, variables need to be 
considered. The second is that changes in input (the independent variable) 
are the causes of changes in output (the dependent variable). Actually a 
“unit of input” is not a single factor exerting a unified force for increased 
output but is, instead, a combination of forces. The change in output that 
results from the application of an additional unit of input is a summation 
of the net effect of the component forces included in a unit of input. Some of 
these forces tend towards increased output and some have an opposite 
tendency. For purposes of analysis, therefore, it is desirable to reduce the 
classical ‘‘unit of input” to the separate fcrces that compose it. 

The concept being developed here is made clearer by an illustration. As- 
sume an enterprise with plant and equipment of fixed quantity to be operat- 
ing with a labor force of ten men. The manager of such a plant will have 
analyzed his production problems with great care. He will have arranged 
his machinery and equipment so as to get the greatest possible w/ilization of 
available space. The arrangement he will choose for a labor force of ten men 
will not be the same arrangement as he would choose for a labor force of 
eleven men. Presumably he will have worked out some scheme for conveying 
raw materials with the least possible delay to the point where production is 
to occur. This conveyance scheme would work with greater or lesser 
efficiency if the labor should be increased from ten to eleven men. Also he 
may have found it convenient to subdivide the major task into subtasks and 
to assign the subtasks to separate “departments.” Thus five men may be 
assigned to department A, three to department B, and two to department C, 
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se such a division of manpower comes closest to accomplishing a per- 


y and becaus a 

ly the fect synchronization of departmental outputs. The addition of an eleventh 
3 that man would either improve or detract from this near-perfect situation. Now 
ut: it it is possible that the addition of an eleventh man might improve all three 


of the relationships described above; or it might better two and worsen 
one, or it might worsen two and better one, or it might worsen all three. 

In the simple illustration of the paragraph above a unit of input was 
divided into three sub-factors; (1) relation of men and machines to floor 
space, (2) relation of men and machines to movement of material, and 
3) the division of the complete job into subtasks. In an actual case, of 


-ourse, what passes as a “‘unit of input” would involve many more than 


nd in 


ump- 
e fac. 
d, in 
their 
iness 
tom- thre 
very few men, the addition of one, two, or a few more men probably im- 
roves all of the relationships and so increases output more than propor- 
tionate to the increase in labor applied. But if additional men are continu- 
ally added, a time eventually comes when the individual relationships pass 
their optimums and begin to exert an influence in the opposite direction. 
As long as only a few of the relationships work adversely, the result is in- 
creased output at a decreased rate, i.e., diminishing average returns. But 
when all or a majority of the relationships pass their optimum simultane- 
sly, production shifts from a stage of increasing average returns directly 
nto a stage of decreasing total returns without passing through a stage of 
diminishing average returns. 

This last observation raises two questions: (1) what decides the optimum 
point for a given relationship and (2) how reasonable is it to expect that the 
optimum of several relationships will coincide? The answer to the first 
question is simple. The optimum of a given force is reached when the re- 

ip of the number of input units applied is adjusted perfectly to the 
force under consideration. To illustrate, as far as machine location is con- 
erned, output per variable factor will tend to be greatest when the number 
of men employed is best adjusted to the number of machines that can be 
economically housed in a plant. This last depends upon the design of the 
building. As far as movement of materials is concerned, output per variable 
factor will tend to be greatest when the number of men employed is best 
adjusted to the carrying capacity of the conveyor system used. A similar 
relationship exists between the number of men employed and any other 


It remains to be ascertained whether or not it is reasonable to expect the 
optimum relationship of men to machines to coincide with the optimum 
relationship of men to material-flow and to other factors. The answer is 
“yes,” if the fixed factor was designed by engineers and “‘no,”’ if it was sup- 
plied by nature. When production is carried on in quarters designed for the 
purpose, those in control take into consideration ai/ the relationships in- 

ved and strive by careful planning to prevent any one of them from 
lecreasing efficiency until operations are close to plant capacity. Thus if 
space considerations prevent material being brought to laborers laterally, 


n of lactors which might need to be considered. 

ng 

be 
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a conveyor system is devised to move it vertically. In some cases where 
material is too heavy to move, men and machines are placed on movab| 
platforms and brought to the material.® 

The problems presented by the other relationships—machine locatioy 
division and synchronization of tasks, climatic conditions, the time ele. 
ment—are all solved in a similar manner. The effect of such advance 
planning is to shift the optimum relationship in each case further to the 
right and by so doing to greatly shorten or eliminate entirely the Stage of 
diminishing average returns that results when some of the factors reach 
their optimum ahead of others. 

But when production is carried on in poorly designed buildings or op 
jocations provided by nature, attention cannot be paid to all of the various 
relationships involved. Under such circumstances an attempt to increase the 
scale of operations is apt to cause a less than ideal relationship to exist 
quite early among several of the factors involved. The result is that opera- 
tions move quickly into the stage of diminishing average returns. 


IV. Some Implications 


The analysis just made, if correct, raises serious questions concerning the 
value of marginal theory as an explanation of how entrepreneurs determine 
the most profitable scale of output for their enterprises. Theorists of the 
marginal school complain loudly at their critics’ “lack of proof” that bus 
ness men solve their problems without resort, consciously or unconsciously, 
to the marginal-type analysis. Their position implies that their graphic 
demonstrations have proved the practicability of their theories so that the 
burden of proving them inadequate rests upon their opponents. Their 
attitude is summed up in the following question: “‘If entrepreneurs do not 
determine the scale of output on the basis of marginal cost concepts, then 
how do they do it?”, the implication being that until an alternative theory 
appears the marginal doctrine stands unshaken. The question is a fair one 
but it does not follow that absence of an adequate explanation proves the 
correctness of an existing explanation. Fortunately, however, there is no 
secret as to how business men actually determine a scale of output for their 
enterprises. 

The pipeline that conveys goods from producer to consumer has reservoirs 


at various points. These reservoirs are the inventories carried by manufac- 


nrerc 


turers, wholesalers and retailers. When prices are stable, manufacturers 
feed finished goods into the pipeline at the same average rate as consumers 


draw them out at the other end. Small variations in the volume of con 


ma 


sumers’ purchasing is absorbed by changes in stocks carried by manu- 


6 For a discussion of practical means of accomplishing this see Production Line Technique 
by Richard Muther (McGraw-Hill, 1944), Chapters II to VII. For a treatment of some of the 
theoretical problems involved see the author’s article, “Equilibrium of the Firm in Mult: 
process Industries,” Quart. Jour. Econ. (Feb., 1945), pp. 280-86; and Adelman’s article of the 
same name, Quart. Jour. Econ. (May, 1946), pp. 464-69. 
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‘turers, Wholesalers, or retailers.‘ Large variations in consumers’ pur- 
chasing effects a change in the rate of input at the manufacturer’s end of 
the pipeiimne. 

For example, a sudden decline in retail sales prices will result in an actual 
‘nventory loss to a retailer if the new sales price is lower than his cost, or in 
shrinkage of his margin of profit if the new sales price does not decline as 
far as his costs. (The margin of profit on goods not yet purchased by him 
tt be affected due to the tendency of wholesale prices to decline sub- 

y if they have not done so previously.) Knowing the vast pos- 
sibilities of inventory losses, business men are extremely nervous about 
their inventories whenever prices show tendencies to weaken. Therefore 
they strive (1) to keep inventories adequate for deliveries, (2) to increase 
them juickly if prices show inclinations to rise, and (3) to bring them down 
‘lose to minimum if prices appear to weaken, 

Thus manufacturers, most of whom believe (rightly or wrongly) that 
their least cost point is at or very near their capacity output,’ determine 
their scale of operations on the basis of the volume of average wholesale 
purchases, minor variations in such purchases being absorbed by changes 
in the stock of finished goods carried by manufacturers. Any tendency of 
inventories to rise above normal is viewed with alarm and may become the 
basis for a curtailment in production schedules. By contrast, difficulty of 
maintaining inventories above the minimum may lead to an increase in 
production. Knowing the sequence of events, a softening of prices at the 
retail level sometimes causes a manufacturer to curtail production without 
waiting for the decreased demand to affect his inventories. The motive in 
such an event is to prevent or forestall an inventory problem rather than to 


correct it after it has arisen. Marginal costs are not considered in making 
these decisions. 
Wholesalers act on the same principle, striving to keep inventories ade- 


quate to make deliveries, but avoiding excessive inventories except when 


they wish to speculate on rising prices. The method by which retailers 
govern their scale of operations has been described. If any of the three be- 


mes alarmed at a tendency of his inventory to mount, he adjusts his price 
rily to reduce his inventory and so avoid a forced inventory loss of 


greater proportions later. The effect of this price reduction is passed forward 


r back along the pipeline in accordance with the principles just outlined. 
rhe suggestions of a critic of this paper that marginal analysis is the only 
heory consistent with the fact that output of individual plants fluctuates 


with moderate price fluctuations in competitive industry is none-sense. It is 
true that if one assumes the validity of the marginal theory, a decline in 
prices should lead to a curtailment of output. But it is also true that if one 


the inventory ledger sheets of most manufacturers there is a space in which is noted the 
” the “normal,” and the “maximum” quantities of each article that is to be carried 
tock. Employees usually have standing orders to keep the actual inventory within the limits 


W hen no overtime production is involved. 


Where 
rable 
Ltion, 

ele- 
ance 
the 
ge of 
each 
T on 
rious 

the 
exist 
eT a- 
the 
nine 
the 


918 THE AMERICAN ECONOMIC REVIEW 


assumes the validity of the theory just sketched, a decline in prices (whey in- 
ventories are above minimum) will also lead to a curtailment of output 
Voluminous statistical studies proving that industrial outputs of individual 
plants fluctuate with fluctuations in prices throw no light whatsoever ws 
the validity of the assumptions. The question of theoretical importance js ned 
“what” happens but “why” it happens.® 


Conclusion 
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earnilys im ait Manutacturing and non-manufacturing industries reported 
by the U. S. Bureau of Labor Statistics from 1941 to 1946. This chart covers 
120 industries and 15,712,000 workers.? It will be noted that the increases 


in average hourly earnings ranged from 23.8 cents an hour to 63.8 cents a1 
1 “Price Dispersion and Aggregative Analysis,” Am. Econ. Rev., Vol. XX XVII, No. 3. (June 
1947), pp. 402-07. 
* The number of workers in each industry was determined by averaging the reported totals 
for 1941 and 1946. A similar procedure was followed for the September, 1945-February, !94 
period. 
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assumes the validity of the theory just sketched, a decline in prices (when jp. 
ventories are above minimum) will also lead to a curtailment of output. 
Voluminous statistical studies proving that industrial outputs of individya| 
plants fluctuate with fluctuations in prices throw no light whatsoever op 
the validity of the assumptions. The question of theoretical importance js not 
“what” happens but “why” it happens.*® 


Conclusion 


Orthodox economic theory, especially that contained in textbooks, pre- 
dates modern engineering practice. The older theorists observed production 
carried on in locations supplied by nature—+.e., agriculture, mining, 
foresty, etc.,—and in small plants where the layout was designed more 
with reference to space already available than to the tasks to be performed, 
As explained, expansion in the scale of operations under such circumstances 
leads to a diminishing output per unit of input applied. Impressed by the 
law of diminishing returns that operates in such situations, economists 
proceeded to construct a body of theory that, in many situations, depends 
for its validity upon increasing average costs and upon a marginal cost 
curve that lies above the average cost curve. If, now, further investigation 
along lines suggested by this article should show the ¢ypical cost curve for 
modern manufacturing plants to be one with its least cost point located at 
capacity output, modifications in some popularly held conclusions may | 
necessary. 

WILFORD J. Erreman* 


® Admittedly, the change in output of an individual plant that accompanies a decline in 
prices will be in the direction suggested by marginal theorists, but the reason for and extent of 
the curtailment of output is based upon the desire of business men to minimize or to avoid in- 
ventory losses rather than to decrease unit operating costs. 


* The author is associate professor of finance in the School of Business Administration at 
the University of Michigan. 


Hourly Wage Dispersion 


In his communication dealing with prices, Dean Epstein pointed out the 
wide dispersion of price changes during the war years. A similar dispersion 
of changes is also found in average hourly earnings during the war and tran- 
sition years. Chart I shows a frequency distribution of the increases in hourly 
earnings in all manufacturing and non-manufacturing industries reported 
by the U. S. Bureau of Labor Statistics from 1941 to 1946. This chart covers 
120 industries and 15,712,000 workers.? It will be noted that the increases 
in average hourly earnings ranged from 23.8 cents an hour to 63.8 cents an 


1 “Price Dispersion and Aggregative Analysis,” Am. Econ. Rev., Vol. XX XVII, No. 3. (June 
1947), pp. 402-07. 

? The number of workers in each industry was determined by averaging the reported totals 
for 1941 and 1946. A similar procedure was followed for the September, 1945-February, 194 
period. 


IN MANUFACTURING AND NONMANUFACTURING INDUSTRIES 
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TABLE I.—INCREASE IN AVERAGE Hourty EARNINGS IN MANUFACTURING AND 
NONMANUFACTURING INDUSTRIES, 1941-1946 
Average Average 
Hourly Hourly 
Earnings Earnings 
Actual Actual 
Change, Change 
Industry In Cents Industry In Cents 
Women’s clothing, n.e.c. 63.8 Agricultural machinery, excl. tractors %6.9 
Locomotives 53.4 Chemicals, n.e.c. 6.9 
Anthracite mining 52.3 Cotton smal! wares 36.8 
Machine—tool accessories 47.4 Hosiery 6.8 
Malleable—iron castings 45.4 Lighting equipment 36.7 
Hats, fur—felt 45.2 Tools (excl. edge tools, machine tools, files, and 
Aircraft and parts, excl. aircraft engines 44.8 saws) 6.7 
Silverware and plated ware 44.6 Underwear and neckwear, men’s 36.7 
Wholesale trade 44.1 Cotton manufactures, exc. small wares 36.6 
Cash registers, adding and calculating machines 43.7 Typewriters 36.6 
Forgings, iron and steel 43.0 Quarrying and non-metallic mining 36.5 
Asbestos products 42.3 Furniture 36.4 
Machine tools 42.2 Corsets and allied garments 36.3 
Wirework 41.0 Smelting and refining, primary, of nonferrous 
Gray-iron and semi-steel castings 40.9 metals 36.3 
Bituminous coal mining 40.8 Cigars 36.2 
Engines and turbines 40.7 Clocks and watches 36.1 
Canning and preserving 40.5 Fabricated structural and ornamenta! meta! 
Steel castings 40.4 work %6 
Stoves, oil burners, and heating equipment, Cast-iron pipe and fittings 35.8 
n.e.c 40.4 Metal mining 35,8 
Rubber tires and inner tubes 39.8 Radios and phonographs 35.8 
Jewelry (precious metals) and jewelers findings 39.7 Soap 35,8 
Rubber goods, other 39.3 Communication equipment 38.7 
Textile machinery 39.3 Flour 35.7 
Stamped and enameled ware and galvanizing 39.2 Rubber boots and shoes 35.5 
Automotive retail trade 39.1 Food, retail trade 5 
Printing and publishing newspapers and Boots and shoes 35.2 
periodicals 39.0 Pottery and related products 35.2 
Hardware 38.9 Furniture and house furnishings, retail trade 35 
Ammunition, small-arms 38.7 Sugar, beet 3§ 
Tin cans and other tinware 38.6 Cars, electric and steam-—tailroad 34.8 
Printing, book and job 38.4 Bolts, nuts, washers and rivets 4 
Firearms 38.3 Apparel, retail trade 34.6 
Steam and hot-water heating apparatus and Paper and pulp 34.4 
steam fittings 38.2 Knitted underwear 
Petroleum refining 38.1 Tractors 4 
Dyeing and finishing textiles, incl. woolen and Electrical equipment 4.2 
worsted 38.0 Paper boxes 34.0 
Leather 38.0 Blast furnaces, steelworks, and rolling mills 33.8 
Knitted outerwear and knitted gloves 37.9 Cutlery and edge tools 33.8 
Woolen and worsted manufactures, exc. dye- Explosive and safety fuses 33.7 
ing and finishing 37.8 Lumber and building materials, retail trade 33.7 
Men’s clothing, n.e.c. 37.7 Brick, tile, and terra cotta 33.6 
Shipbuilding and boatbuilding 37.6 Carpets and rugs, wool 
Silk and rayon goods 37.5 Electric light and power 33 
Crude petroleum production 37.4 sutter 3 
Knitted cloth 37.4 Shirts, collars, and nightwear 33.5 
Plumbers’ supplies 7.2 Slaughtering and meat packing d 
Alloying, rolling, drawing of nonferrous Aluminum manufactures 32.9 
metals, exc. aluminum 37.1 Rayon and allied products 32.9 
Planing and plywood mills 37.1 Drugs, medicines and insecticides 32.6 
Machinery and machine tool products 37.0 Paints, varnishes and colors 32.3 


Average 
Hourly 
Earnings 
Actua! 
Change, 
In Cents 


36.9 
36.9 
36.8 
36.8 
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TABLE I—Continued 


Average Average 
Hourly Hourly 
Earnings Earnings 
Actual Actual 
Change, Change, 
In In Cents Industry In Cents 
leaning and dyeing 32.2 Automobiles 29.1 
Sawmills and logging camps 32.2 Cement 28.7 
Malt liquors 31.9 Marble, granite, slate and other products 28.0 
eet railways and buses 31.9 Cottonseed oil 7.7 
Cigarettes 31.7 Hotels (year round) 26.4 
Glass and glasswear 31.3 Ice cream 26.2 
ectionery 31.1 Power laundries 25.9 
Fertilizers 31.0 Work shirts 25.9 
aking 30.7 Beverages, non-alcoholic 25.7 
Telephon 30.4 General merchandise, retail trade 25.7 
ugar re cane 30.2 Tobacco (chewing and smoking) and snuff 23.8 
Aircraf gines 29.7 


Source: U. S. Bureau of Labor Statistics 


our. Although there was a concentration of industries and workers in the 
32 ok cents to 40 cents an hour categories, the chart shows clearly that there 
thee amounts. Thus, 8,308,600 workers in 76 industries received average in- 
creases ranging from 32.5 to 40 cents an hour. This group represented 53 
per cent of the workers and 63 per cent of the industries covered. There were 
4,062,700 workers in the 24 industries in which hourly earnings increased 
less than 32.5 cents. This group represented approximately 25 per cent of 
the workers and a similar proportion of the industries. At the other extreme 
3,343,000 workers, or 21 per cent of the total, were in 20 industries in which 
average hourly wage increases of more than 40 cents were received. 

Comparisons of average hourly earnings in 1941 and 1946 necessarily give 
somewhat different results than would a comparison of hourly wage rates. 
The average hourly earnings comparisons are affected by changes in over- 
time worked, reclassification and upgrading, incentive pay plans, etc. How- 
ever, alth ough the comparisons for some industries would be significantly 
afiected by changes in the number of hours worked in 1941 and 1946, the 
changes on an overall basis, were insignificant. Thus, in 1941 the average 
hours worked per week in manufacturing industries was 40.6 hours. In 1946, 
the average was about the same or 40.4 hours per week. Moreover, these 
comparisons are affected by the fact that some industries granted so-called 
“fringe adjustments,” such as portal to portal pay, which are not reflected 
n the average hourly earnings data reported by BLS. 

Data prepared by BLS show that during the period from January, 1941 
to Seaaker 1946, the increases in urban wage rates ranged from 43.6 per 
cent (produc ts of coal and petroleum) to 85.7 per cent (leather and leather 
products); the average for all manufacturing industries was 57.4 per cent. 
A similar diversity of changes is shown for each of the annual periods com- 
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TABLE IT.—INCREASE IN AVERAGE Hourty EARNINGS IN MANUFACTURING ANp 
NONMANUFACTURING INDUSTRIES SEPTEMBER, 1945 TO FEBRUARY, 1947 


Average Average 
Hourly Hourly 
Earnings 
Actual 
Change, 
Industry In Cents Industry 
Pianos, organs and parts 29.7 Furniture 19.9 
Printing and publishing, newspapers and peri- Gray-iron and semi-steel castings 19.9 
odicals 29.5 Alloying, rolling, drawing of nonferrous metals 
Anthracite mining 29.2 excl. aluminum 19.7 
Woolen & worsted manufactures, exc. dyeing Malt liquors 19.7 
and finishing 29.0 Flour 19.6 
Steel barrels, kegs and drums 28.1 Stamped and enameled ware and galvanizing 19.4 
Rubber tires and inner tubes 27.5 Lithographing 19.6 
Dyeing and finishing textiles, incl. woolen and Cordage and twine 19.6 
worsted 27.0 Paper boxes 19.5 
Rayon and allied products 26.0 Men’s clothing n.e.c. 19.5 
Motorcycles, bicycles and parts 25.1 Gypsum 19.4 
Silverware and plated ware 24.7 Metal doors, sash, frames, molding and trim 19.4 
Telegraph 24.6 Steam and hot-water heating apparatus and 
Printing—book and job 24.3 steam fittings 19.4 
Pottery and related products 24.0 Chemicals, n.e.c. 19.3 
Cash registers, adding and calculating machines 23.8 Firearms 19.2 
Carpets and rugs, wool 23.7 Women’s clothing n.e.c. 19.2 
Silk and rayon goods 23.6 Sewing machines, domestic and industrial 19.1 
Slaughtering and meat packing 23.5 Tools (exc. edge tools, machine tools, files and 
Forgings, iron and steel 23.3 saws) 19.( 
Food, retail trade 23.1 Washing machines, wringers and driers, 
Bituminous coal mining 23.0 domestic 1 
Cotton manufacturers, exc. small wares 22.9 Hosiery 19 
Stoves, oil burners, and heating equipment Furniture and housefurnishings, retail trade 1 
Nn.€.c. 22.9 Sugar refining, cane 18.8 
Textile machinery 22.7 Jute goods, exc. felts 18.7 
Cast-iron pipe and fittings 22.0 Refrigerators and refrigeration equipment 18.7 
Glass and glassware 22.0 Caskets and other morticians’ goods 18.7 
Roofing materials 22.0 Street railways and busses 18.5 
Condensed and evaporated milk 21.9 Baking 18.4 
Cars, clectric- and steam-railroad 21.8 Hardware 18.3 
Brick, tile and terra cotta 21.5 Metal mining 18 
Engines and turbines 21.4 Telephone 18.2 
Paper and pulp 21.4 Fabricated structural and ornamenta! metal 
Cigarettes 21.3 work 18.1 
Plumbers’ supplies 21.3 Paints, varnishes and colors 8 
Asbestos products 21.3 Drugs, medicines and insecticides 18 
Leather 21.2 Knitted underwear 
Explosives and safety fuses 20.9 Butter 17 
Malleable—iron castings 20.9 Planing and plywood mills 
Electrical equipment 20.8 Machine tool accessories 8 
Lighting equipment 20.8 Agricultural machinery, excl. tractors 
Envelopes 20.7 Automobiles 7 
Canning and preserving 20.7 Machine tools 77 
Wholesale trade 20.7 Typewriters 
Soap 20.3 Knitted cloth 7 
Electric light and power 20.3 Cereal preparations 7.3 
Bolts, nuts, washers and rivets 20.2 Hats, fur-felt 7.4 
Cotton, smal] wares 20.2 Wireworks 7.4 
Aluminum manufactures 20.1 Screw-machine products and wood screws ‘ 
Rubber goods, other 20.0 Crude petroleum production 7.2 
Tins cans and other tinware 20.0 Abrasives i 
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TABLE II—Continued 


Average Average 

Hourly Hourly 

Earnings Earnings 

Actual Actual 

Change, Change, 

ain In Cents Industry In Cents 
. 17.1 Glass products made from purchased glass 14.8 
ge tools 16.9 Blast furnaces, steel works, and rolling mills 14.6 
rs and nightwear 16.9 Coke and by-products 14.4 
i refining, primary, of nonferrous Corsets and allied garments 14.3 
16.8 Lime 14.0 
neckwear, men’s 16.8 Ammunition, small arms 14.0 
; tra refining 16.8 Lumber and building materials, retail trade 13.6 
eneral ise, retail trade 16.7 Tractors 13.3 
3 raphs 16.6 Workshirts 13.1 
s other than curtains, etc. 16.6 Curtains, draperies and bedspreads 12.8 
ng and smoking) and snuff 16.5 Automotive, retail trade 12.5 
16.4 Apparel, retail trade 12.5 
achine shop products 16.3 Jewelry (precious metals) and jewelers’ findings 12.4 
andk 16.3 Food preserving 12.2 
mn ition equipment 16.2 Cottonseed oil 12.0 
tcases 16.2 Millinery 11.9 
nmetallic mining 16.2 Beverages, nonalcoholic 11.9 
16.0 Shipbuilding and boatbuilding 11.9 
16.0 Sugar, beet 11.7 
it stock and findings 15.9 Cement 14.5 
rofessional and scientific) and Cigars 10.2 
equipment 15.8 Locomotives 9.7 
Knitt iterwear and knitted gloves 15.7 Textile bags 9.3 
Rubber boots and shoes 15.6 Power laundries 8.7 
t engines 15.6 Hotels (year-round) 8.5 
watches 15.6 Cleaning and dyeing 8.3 
ts, excl. aircraft engines 15.3 Marble, granite, slate and other produets 8.2 
ging camps 15.2 Leather gloves and mittens 6.3 
14.9 Fertilizers 5.8 


Source: U. S. Bureau of Labor Statistics 


prising this span of almost six years.* Changes in cents per hour were not 
vailable in the BLS report. 
[he wide variations depicted during the war and postwar periods are par- 
larly interesting in light of the widespread belief that uniform patterns 


of wage increases prevailed during those periods. During the war period, this 
belief was encouraged by the Little Steel Formula, under which a 15 per 

increase was permitted in hourly wage rates. During the first year or 
year and a half of the transition period, there was widespread discussion of 
nif patterns of increases of 18 to 183 cents an hour. While increases of 
that magnitude were granted in a number of leading industries (steel, elec- 


il equipment, farm equipment, and non-ferrous metals), it seems clear 
that there was no universality to this pattern. Instead, a series of patterns 
developed among different industries. Official recognition was given to this 
diversity of patterns in Executive Order No. 9697 (February 14, 1946) 


*U. S. Bureau of Labor Statistics, Urban Wage Rate Trends in Manufacturing Industries, 
Ucober 1946 (February 1947). 
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INCREASE IN HOURLY EARNINGS RECEIVED BY WAGE EARNERS 
IN MANUFACTURING AND NONMANUFACTURING INDUSTRIES 
SEPTEMBER,1945 TO FEBRUARY, 1947 


4,000 
REFER TO “EMPLOYEES” IN 4) 
NONMANUFACTURING INOUSTRIES INOUSTRIES | 
3,721.4 
3,500 26 
INOUSTRIES 
3,299.0 
INDUSTRIES 
2 3,000 2,922.0 7 
| 
= 
> 2,500 = 
‘4 
INOUSTRIES 
w 2,261.4 
> 
Se 
a9 
Ws 
wn 
> INOUSTRIES| 
= 1666.6 
z 
° 
5 
re) 
re) 
« 
2 /NOUSTRIES 
3 832.1 
9 
INOUSTRIES INDUSTA 
2 INOUSTRIES 
127.) 
INDUSTRIES 
348 


5.0-7.5 75-100 10.0-12.5 12.5-I50 15.0-175 17.5-200 20,0-22.5 22.5-25.0 25,0-275 225-300 


AVERAGE HOURLY EARNINGS (ACTUAL CHANGE, SEPT. 1945 TO FEB.1947) 
IN CENTS 


Source: U. S. Bureau of Labor Statistics 
CuHart II 


which permitted wage increases to be used as a basis for price increases 1! 
they were “consistent with the general pattern of wage or salary adjust- 
ments which had been established in the industry or local labor market ve- 
tween August 18, 1945 and the effective date of this order.” (Italics sup- 
plied.) 
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This point is emphasized in Chart II which shows the changes in average 
urly earnings from September, 1945 to February, 1947. This chart covers 
183 industries and 15,757,700 production workers or salaried employees for 
i hich data were available from BLS. The larger number of industries than 
for the 1941 to 1946 period reflects the more detailed breakdown of these 
data now available. It will be noted that the number of employees covered 
was about the same for both periods. While any comparisons are subject to 
any difficulties and qualifications because of the marked changes in the 
economy during the transition period and the fact that all changes are not 
ma de simu ae the dates selected do tend to give an approximate 
nicture of what happened. The use of the February, 1947 terminal date also 
neans that for some industries, the so-called “second round” wage adjust- 
ments were reflected in the data. However, an examination of the wage in- 
creases in the fall and winter of 1946-47 lndileate that no serious distortion 
was created by this factor.‘ 

The comparisons during the transition period were not significantly af- 
fected by changes in the amount of overtime. By September, 1945, the war- 
time overtime work had been substantially eliminated. Thus, the average 

imber of hours worked per week was 41.4 in September, 1945, and 40.4 

) February, 1947. This reduction in the average size of the work week 
would tend to give a slight downward bias to the increases shown during 
this period. 

With the foregoing qualifications, the changes shown in Chart II may be 


oted. There were 3,721,400 workers in the 43 industries in which average 
urly earnings increased between 17.5 cents and 20 cents—the “pattern” 
interval—during the early postwar transition period. This represented ap- 


proximately one-fourth of the workers in the industries analyzed. There 
were 5,904,000 workers in the 61 industries in which the postwar increases 
in average hourly earnings were less than 17.5 cents. There were 6,132,300 
rkers in the 49 industries in which the increases were more than 20 cents 
an hour. However, in a number of the latter cases, the larger increase re- 
fle ted the “second round” increases late in 1946 and early in 1947. The di- 
versity of wage changes portrayed in Chart ITis particularly interesting since 
luring that period the average increase for all manufacturing industries was 
18.3 cents an hour (98.7 cents in September, 1945 to $1.17 in February, 
1947)—or approximately the same as the so-called national pattern. 

Dean Epstein stated that the price dispersion he portrayed “clearly em- 
phasizes the serious fallacy of simple generalization implying any uniform 
ability of employers to make substantial upward wage adjustments... ”’ 
(p. 406). The wage data shown in Charts I and II indicate that while sub- 
stantial wage increases have been recorded since 1941, there have been wide 
variations in the magnitude of the increases among industries. 

These data show clearly that during the war and transition periods when 


* Among the industries in which “second round” increases were received prior to February, 
1947 were meat packing, bakeries, Northern cotton, men’s clothing, furniture and lumber, 

paper, leather, and glass. It must be kept in mind that increases were not universal throughout 
these industries, and that in many industries a number of leading companies had not yet 
granted a new wage increase. 
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the idea of national wage patterns was most widely advanced, there was 
considerable diversity in the wage increases actually received. In light of the 
wide variations in changes of productivity and profits, and the manpower 
requirements of different sectors of the economy, this lack of uniformity js 
not surprising. In fact, in a dynamic economy, it is diversity of wage changes 
rather than uniformity which is to be expected and which is necessary fo; 
the effective functioning of a free economy. 

Jurzs Bacxman* 


* The author is associate professor of economics in the School of Commerce, Accounts, and 
Finance at New York University. 


The Prospect for Economic Growth: Comment 


In the March, 1947 issue of this Review, Mr. Noyes presents some in- 
teresting remarks on the possibilities for economic growth in the United 
States. Certain of his points deserve comment. 

In the first place, the meaning of economic growth must be made clear, 
Economic growth may be defined as capital formation, and it may also be 
defined as an improvement in the standard of living. Mr. Noyes is unable 
to choose entirely between these two definitions, frequently speaking of 
growth as if it were net capital formation,! but sometimes speaking as if 
growth is measured primarily by the improvement in the standard of 
living.” 

If I understand him correctly, Mr. Noyes states that during the ’thirties 
there was no economic growth in the United States, measured by net capital 
formation; and that measured by the standard of living, economic growth 
proceeded at a sharply reduced rate in comparison with earlier periods.‘ 
That the latter was caused by the former is never explicitly stated, but Mr. 
Noyes’s article may easily be interpreted as indicating that the latter isa 
consequence of the former.’ Mr. Noyes then reasons that the cessation of 
net capital formation which occurred during the ’thirties probably resulted 
from a cessation of saving,® and that this difficulty with saving is likely 


' American Economic Review, Vol. XX XVII, No. 1 (Mar., 1947), pp. 14, 17, 19, 25, and 28 

? [bid., pp. 17, 31, and 33. 

* “Since 1930 the private economy in the aggregate has not only failed to create any new 
net real capital; it has not even maintained its net real capital intact.” Jbid., p. 17. 

‘“ |_|. The improvement in the average standard of living, so far as that can be measured 
in these real terms, which took place between 1929 and 1941 was less than half the improve 
ment between 1919 and 1929.” Jbid., p. 18. 

* “We conclude that, accompanying the cessation in business capital formation, there was 
also a cessation in the iepeovemnent of the scale of living, at least in respect of semi-durables 
and durables which require large capital investment.” Jbid., p. 19. 

“Since business is wholly re sponsible for the flow of goods to consumers, we can also expect 
a much slower rate of improvement in the standard of living than in the past, so far as that re- 
quires net capital formation.” Jbid., p. 31. 

6 “Tf, in the immediate prewar period private net capital formation ceased for ten or more 
years, one is led to suspect that something must have gone wrong with the saving function 
Ibid., p. 19. 
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, re-emerge in the postwar period.’ If this does occur, then “no matter 
how favorable to economic growth other conditions may be, if the saving 
ratus is not functioning, there will be no growth.’ Mr. Noyes then 
at four ways in which conditions may change so that savings will in- 
9 
Basically, then, Mr. Noyes’s argument is that there must be money sav- 
gin n order that there be real saving, and that there must be net real capital 
formation if the standard of living is to rise. It should be pointed out, of 
course, that real saving is identical with net capital formation, and means 
that some of the current net real output has not been consumed. 

The two propositions which deserve comment are, first, that money sav- 
ing is necessary in order that there be real saving, and second, that a higher 
standard of living requires net capital formation. 

We may discuss the savings proposition very briefly, since recent litera- 
ture contains many references to the various possible relationships between 
money savings and real savings. Mr. Noyes’s assumptions cover only one 
possibility: that of money saving which is immediately spent for investment 
in rea .pital. In that case, a portion of consumer income which would 
otherwise have been spent on consumption goods is instead spent on capital 
voods. Such a sequence of events is entirely possible, but there are still 

ther alternatives. Money savings may not be immediately spent on capital 
is. If unspent, money savings may lead to the accumulation of in- 
ventories, a falling price level, the underutilization of resources, or any 
combination of these phenomena. Real saving (or net capital formation) 

so take place without money saving, if bank reserves permit an ex- 
pansion of loans which borrowers then use for the purpose of acquiring new 
apital goods. Such action is, of course, likely to lead to rising } incomes, thus 
iffecting the volume of money savings, and to a rising price level, especially 
as full employment is approached. Thus, at the price of possible inflation, 
there can be capital formation without money saving, while on the other 
hand, money savings alone will not necessarily result in real capital forma- 
tion. The range of possibilities in this area is extremely large. 

rhe relation between capital formation and the standard of living is more 
interesting and has been less well explored. Mr. Noyes’s hypothesis that 
capital formation is a prerequisite to a higher standard of living can be 

’“Tf, in the pre-war period something went wrong with the saving function for as long as 
time as ten years, the same malfunctioning might reasonably be expected to reappear in the 
postwar period.” Loc. cit. 

Loc. cit. 


{merican Economic Review, March, 1947, pp. 31-33. The four conditions may be sum- 


Te ix revenues might be used to retire the public debt, with the former debt-holders invest- 
_ ing te > proceeds. The taxpayer would thus have involuntarily saved. 
2 Income tax rates might be reduced, especially on the upper income groups. The amount 
} 


by w hic h taxes on these groups were reduced would then be saved in its entirety. 

3, Smal! savings might be diverted to equity investment through government assumption of 
risk 

4. Small savings might be diverted to equity investment through re-education for risk- 


taking. 
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supported on two bases. In the first place, there is the familiar proposition 
of the Keynesian school, by which an increase in investment or other spend- 
ing in any form will lead to higher money incomes and hence to the employ. 
ment in the production of consumer goods of resources which would not 
otherwise be employed. This increased real output of consumption goods 
constitutes the higher standard of living. Investment or other increaseq 
spending will concurrently raise the standard of living only if, after some 
resources have been employed on the investment program, still others re. 
main unemployed and available for the expansion of output of consumers’ 
goods. But it does not appear that Mr. Noyes is concerned with these prob. 
lems of underemployment. If that were his concern, he could be expected 
to list changes in conditions which would bring about an immediate increase 
in money flows through spending of any sort, rather than those which would 
initially increase saving and so reduce money flows. 

The second basis on which it can be argued that capital formation is q 
prerequisite to a higher standard of living requires full employment of the 
existing capital stock. If the existing capital stock is already fully employed, 
the output cannot be further increased until the capital stock is enlarged, 
and this can only be done by diverting resources from the production of 
either consumer or other capital goods, or both, into the production of new 
capital. With a bottleneck to production in the form of a physical shortage 
of capital goods, real saving, involving the sacrifice of present consumption, 
is necessary if the standard of living is to be higher in the future. Under such 
circumstances, policies designed to promote real saving may possibly de- 
serve attention. 

The relevant question, however, is whether, during the ’thirties, the 
failure of the standard of living to rise was due to a physical shortage of 
capital goods. 

Professor Fellner has made some estimates of the long-term relationship 
between the capital stock and output.’ We may follow his general method 
here. The value of the reproducible wealth of the United States on Decen- 
ber, 31, 1922, amounted to $205.6 billion." To this can be added the value 
of net capital formation,” cumulated forward and backward from 1922, so 
that an annual value for the total capital stock can be found. Centered to 
June 30th by a two-year moving average, this method indicates that the 
capital stock rose from $192 billion in the middle of 1919 to $266 billion by 
1931, declined to $249 billion in 1935, rose again to $279 billion in 1942, and 
then declined. 

The annual flow of goods to consumers appears in Kuznets.” The ratio 
of capital stock to the flow of goods to consumers has shown considerable 


1© William Fellner, Monetary Policies and Full Employment (Berkeley, University of Cali- 
fornia Press, 1946), pp. 78-80. 

4 Simon Kuznets, National Product since 1869 (New York, National Bureau of Economic 
Research, 1946), Table IV 10 A, column 5. Kuznets has adjusted this and other figures cited 
herein to 1929 prices. 

3 [bid., Table I 17, column 4. 

8 [bid., Table I 19, column 1. 


930 THE AMERICAN ECONOMIC REVIEW 


OSition 
spend- 
mploy- 
ild not 
| goods 
sTeased 
some 
ers re- 
umers’ 
prob- 
pected 
1crease 
would 


on is a 
of the 
loyed, 
arged, 
‘ion of 
of new 
ortage 
iption, 
such 


ily de- 


s, the 
age of 


onship 
ethod 
ecem- 
value 
red to 
at the 
ion by 
2, and 


ratio 
erable 
Cali- 


pnomic 
cited 


COMMUNICATIONS 929 


variation during this period. In 1919 it was 3.8. By 1923 it had stabilized at 
: 3 or 3.4, at which level it remained for the rest of the decade. With the 
nslaught of the depression, the ratio rose rapidly, reaching 4.3 in 1932, 
an increase of some 30 per cent above the level prevailing in the ’twenties. 
rhe ratio then declined, reaching 3.4 in 1936 and 2.9 in the early ’forties. 

These data would seem to indicate underutilization of capital during the 

‘thirties and possibly also a secular trend toward decreasing capital in- 
tensity. If the failure of the standard of living to rise in the ’thirties had 
wie due to a physical shortage of capital equipment, the ratio of capital 
stock to output could have been expected to have held constant, or if in- 
novations are capital saving, even to have declined, rather then to have 
increased as it did. Capital could have been fully employed in the early 
‘thirties only if such sudden changes in technology had taken place as would 
ave increased the intensity of capital use per unit of output of consumer 
coods by 30 per cent, or if capital equipment had been diverted from the 
production of consumer goods to the production of capital goods. But as 
Mr. Noyes has pointed out, there was no capital formation in that period. 
Moreover, the hypothesis of technological change requires that this shift 
in technology reverse itself in four years, since by 1936 the ratio had re- 
turned to the level of the ’twenties. None of this seems very plausible. 
Underutilization thus seems clear. Secular trends are less easy to pin down, 
but it does appear that in the “‘defense” boom, with the return of full em- 
loyment, the ratio of capital stock to output fell to a level lower than it 
had ever previously reached. 

Given this underutilization of capital equipment during the ’thirties, it 

vould appear that the failure of the standard of living to rise was due toa 
failure to make full use of existing capital equipment, rather than to a 
bottleneck in the supply of that equipment. Moreover, since the total 
capital stock amounted to something over $245 billion throughout the 
‘thirties, and since net capital formation never exceeded $11 billion in any 
year between 1919 and 1943 and was usually much less, a maximum accre- 
tion of less than 5 per cent to the capital stock could not be expected to 
idd much to current output anyway. The capital stock which is used for 
the production of current output is largely the stock of past accumulations, 
not the currently produced capital. 

The appropriate policy recommendations for increasing the standard of 
living during the ’thirties would thus have called primarily for an improve- 
ment in the utilization of the existing resources. The stimulation of new 
private investment suggested by Mr. Noyes might have been wholly con- 
sistent with that, but the unemployment of the existing capital stock prob- 
ably was fatal to the incentive to invest. 

For the ’forties, the situation is different. The war, with its allocations 
and production controls, prevented much private capital formation for 
the first half of the decade. For the present, it does seem that there are a 
number of segments in the economy in which additional net capital forma- 
tion could occur and where that capital could receive full utilization. But 
whether present consumption should be foregone to permit such investment 
is a question on which the writer prefers to reserve judgment. It seems clear, 
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however, that the capital stock can contribute to the standard of living only 
if it is utilized. 
Joun P. Carrer* 


* The author is a member of the staff of the School of Business Administration at the [)pj. 
versity of California, Berkeley. 


Effects of Income Redistribution on Consumers’ Expenditures: 
A Correction 


Professor J. M. Clark has pointed out to me in correspondence that there 
is an error in Table VIII of my communication on the above topic in the 
March, 1947 number of this Review (p. 168). Table VIII purposes to esti- 
mate the increase in consumers’ expenditures as a result of redistributing 
income after adjusting the lower income groups for possible understatement 
of income. The published figures, however, are too high. Professor Clark 
points out that the results shown in the published table could be correct 
only if the net difference between the marginal rates of consumption of 
persons losing and persons gaining by redistribution were greater than 
unity, i.e., that the increase in expenditures shown was greater than the 
amount of income redistributed. The cause of the difficulty was a mechani- 
cal error which was made in computing the original table. The table should 
read: 

TABLE VIII.—Errects ON EXPENDITURES AND SAVINGS OF INCOME REDISTRIBUTION, 

Types OF REDISTRIBUTION: ALL FAMILIES, ADJUSTED FOR UNDERREPORTING OF INCOME 


Type of Per Cent Per Cent Increase in 
Redistribution Increase in Decrease Expenditures 
Expenditures in Savings ($ billions) 
100% toward equality 5.82 61.5 8.7 
50% toward equality 2.87 30.5 4.4 
10% toward equality «an $.5 8 


Thus the increase in expenditures is only slightly larger than that esti- 
mated originally for all families without adjustment for understatement oi 
income. The first and pessimistic conclusion of the March communication is 
therefore further substantiated: that too much emphasis should not be 
placed on income redistribution for the solution of the problem of oversav- 
ing. Reporting errors in available data, in addition to being of interest in 
themselves, may tend to cause some understatement of the effects of redis- 
tribution but not of significant magnitude when moderate methods of re- 
distribution are considered. Small changes in the shape of the consumption- 
income relationship apparently do not affect significantly the size of the 
effects of redistribution computed by our methods. Limitations of the 
amount of income to be shifted and the relative constancy of marginal rates 
of spending throughout the income scale seem to be the dominating factors 


* The author is a student at the Graduate School of Public Administration, Harvard Un- 
versity. 
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Note on Income Redistribution and Investment 


I have nothing to add to Mr. Lubell’s correction of Table VIII in his very 
interesting note; but might go on to the logical next step, of considering 
the effects of redistribution of incomes on total expenditure, for consump- 
tion plus investment. If shifting a dollar of income increases consumer- 
spending by 20 cents and decreases capital outlays by 20 cents, total spend- 
ing and | total income would be unchanged. This condition describes what 
may be called the critical point. If capital outlays are decreased by less 

,an 20 cents, there will be an initial increase in total spending, which will 
‘enerate a multiplier. If capital outlays are decreased more than 20 cents, 


total spending will decrease and the multiplier will operate downward. At 


Complete equalization, according to Mr. Lubell’s calculations, would 
incres .se consumer-outlays by an amount equal to about 53 per cent of total 
inco But it would presumably come close to wiping out investment, 
which is a considerably larger sum. That is clearly beyond the critical point. 
Many would say that progressive taxation has been carried beyond the 
critical point already. If it were possible to go 20 per cent of the way to 
complete equality before reaching the critical point, then a 1 per cent in- 
crease in Consumer-expenditures (at expense of savings and investment 
and with no multiplier) would be the practicable limit. I suggest this as a 
plausible conjectural maximum. 

J. M. Crarx* 


* The author is professor of economics at Columbia University. 


Notes on Consumer Spendings and Savings 


In two papers recently published in this Review, analyses were made of 
consumer savings and expenditures at different income levels, using figures 
tabulated from Bureau of Labor Statistics income-expenditure surveys as 
basic data. The classification of consumer expenditures used in the survey 
tabulations yielded figures which understated housing expenditures and 
total expenditures, and overstated savings at the middle- and upper-income 
levels of the range covered. 

The survey tabulation figures on housing expenditures exclude principal 
payments on mortgages on owned homes. The mortgage principal payments 
are thus left in the residual of income after expenditures which forms net 
savings. Since the major part of total mortz ‘tincipal payments on 
owner-occupied homes covered in each of the surv«)’s is made by families 
whose income is at levels above $2,500, the survey tabulation figures on 
housing expenditures in the upper-income brackets are less than the actual 
money outlay on housing.’ Conversely, the savings shown for the upper- 
income e intervals are increased in like amount by the mortgage principal 
payments. As a result, the slope of the family housing expenditures line in 

’ Based on data published in the Monthly Labor Review, May, 1947, Table 1, p. 870. The 


ata was used to compute the distribution of aggregate mortgage principal payments made by 
‘ames covered in each survey, by income groups. 
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successive higher-income intervals declines noticeably after the $2,009. 
$3,000 income interval causing a like change in the slope of the entire ex. 
penditures line, but the rate of increase in family savings in successive jp. 
tervals goes up sharply after the $2,000-$3,000 income interval, as pre- 
sented in charts based on the Bureau of Labor Statistics survey tabulation 
figures. 

The aforementioned charts—based on the Bureau of Labor Statistics 
1944 income-expenditure survey tabulations—are used by Charles p 
Hyson in his paper “Savings in Relation to Potential Markets” to depict 
the patterns of average expenditures and savings for consumers in succes. 
sive $1,000 income brackets, ranging from zero to $8,000 in income, and to 
formulate an analysis of consumer savings and spendings. From the point 
of view of potential housing markets, a distorted picture is presented. [j 
the average family which has an income of $4,000 to $5,000 makes 
mortgage principal payment of $250 in addition to $550 of other housing 
expenditures, the total housing expenditure out of current income is $800, 
It is the total amount of current payments for housing in relation to current 
income which has to be considered in attempts to determine the effects of 
income levels and distribution upon the potential market for housing. It 
also leads to a distorted net savings picture if mortgage principal payments 
are included in net savings of families in income brackets of $4,000-$8,000, 
Houses do depreciate, and in so far as amortization payments are absorbed 
by depreciation in value, such payments cannot be counted as savings. 
Families in the $4,000-$8,000 income brackets do not retain net savings to 
the extent indicated by Mr. Hyson; a part of the sum shown as savings is 
really a current expenditure for housing. 

In a study of the ‘‘Effects of Redistribution of Income on Consumer Ex- 
penditures,’’* Harold Lubell used data from the Bureau of Labor Statistics 
study of consumer savings and spending in 1941. The same classification of 
consumer expenditures—excluding mortgage principal payments—was 
used in the 1941 survey tabulations as in the 1944 survey tabulations. Asa 
result similar patterns of consumer expenditures and savings, distributed 
over successive income intervals, are formed by the basic distributions of 
data, both in the Lubell study and in the Hyson study. 

If mortgage principal payments were counted as expenditures to offset 
depreciation, average expenditures of families in the basic distribution (used 
by Lubell) for 1941 would be increased, particularly in the income brackets 
of $2,000 and above. About 83 per cent of the aggregate mortgage principal 
payments made by families covered by the 1941 Bureau of Labor Statistics 
survey were made by families with incomes of $2,000 or more.‘ In the basic 
distribution of families covered in the 1941 survey, by income group, only 
about 45 per cent of the families have incomes of $2,000 or above.’ If the 
basic distribution were to be corrected for exclusion of mortgage principal 


2 American Economic Review, December, 1946, p. 891. 

* American Economic Review, March, 1947, p. 157. 

* Based on data in Monthly Labor Review, May, 1947, Table I, p. 870. 
5 American Economic Review, March, 1947, p. 162, Table IL. 
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payments from expenditures, about 17 per cent of the aggregate payments 
,000~ ould be distributed among 55 per cent of the families whose incomes are 
»elow $2,000 and about 83 per cent of the aggregate payments would be dis- 


re ex. 
ve in- eributed among 45 per cent whose incomes are $2,000 or more. The correc- 
3 pre- tion would thus increase average expenditures for families with incomes of 
lation $2,000 and over by almost six times the amount by which average ex- 
nditures of families with incomes of under $2,000 would be increased. 
istics 1! 1e basic expenditures pattern would then show greater increases for suc- 
s D, cessive levels of income above $2,000. Each of Mr. Lubell’s redistributions 
lepict ; income results in a greater percentage of the total number of families in 
cces- ncome brackets of $2,000 and above than is found in the basic distribution. 
nd to Tl erefore, if the basic distribution had been corrected to include mortgage 
point pri incipal payments among expenditures, these redistributions would have 
d. If ied to higher percentage increases in expenditures than are shown by Mr. 
eS a Lubell. 
sing HENRY B. SCHECHTER 
5800, Washington, D.C. 
rent 
ts of Bronfenbrenner on the Black Market 
g. It In Professor M. Bronfenbrenner’s recent article on price control, there is 
“i an error in the section on black markets.! Figure 1 below reproduces his 
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val Figure 3. D is the demand curve of a monopolistic competitor, and P is the 


level of the regulated price. It is assumed that producers have no scruples 


! M. Bronfenbrenner, “Price Control Under Imperfect Competition,” Am. Econ. Rev., Vol. 
XXXVII, No. 1 (Mar., 1947), pp. 111-12. 


COMMUNICATIONS O25 


934 THE AMERICAN ECONOMIC REVIEW 


against black marketing. If the producers have no “uncertainty pre- 
miums” connected with their black market costs, if consumers have no re. 
pugnance against black marketing, and if the “index of reprehensibility” j, 
the same at all black market prices, then Dp is said to be the black market 
demand curve corresponding to the regulated price P. Bronfenbrenner cop. 
cludes that the monopolistic competitor will produce OQ, selling 09, iy 
the black market and the rest in the regulated market. 

The black market demand curve Dp is located incorrectly. Bronfenbrep. 
ner calls AA the unsatisfied fringe, and the amplitude of Dp at the price p 
is said to be equal to AA. But this would be a correct procedure only if the 
amount OQ were actually sold in the regulated market. In Bronfenbrenner’s 
solution only OQ—-OQp is sold in the regulated market; therefore the demand 
curve Do should be moved to the right. It is not possible to determine the 
location of Do from just the regulated price and the original demand curve. 
on Bronfenbrenner’s assumptions; one must also know the sales on the 
regulated market. 

It is assumed that the producers have no scruples against operating in 
the black market. Since Bronfenbrenner shows part of the production 00 
going into the black market, there seems to be no legal restraint on diverting 
product from the regulated market to the black market. Given the demand 
curve D and the regulated price P, let the producer decrease the quantity 
sold in the regulated market. As he does so, the black market demand 
curve moves to the right, continuing to be a proper fraction of the curve D. 
The producer can maximize his profit under Bronfenbrenner’s assumptions 
by selling nothing in the regulated market; then the black market demand 
curve will coincide with the demand curve D, and the full price P’ can be 
charged. 

The unreality in the situation seems to come from the assumption that 
the black market is entirely respectable. The firm’s sales in the black 
market would probably be limited by the necessity of selling in the regu- 
lated market a “reasonable” percentage of prewar sales. 

J. A. Norpin 
Wayne R. Moore 
Iowa State College 


Regressus in Black Market Demand: A Reply 


The possibility of regressus (in the form of a steadily increasing fringe of 
unsatisfied demand on the legitimate market) impairing the validity of my 
treatment of black market demand under imperfect competition was 
brought to my attention initially by a former Navy “shipmate,” Mr. Doug- 
las H. Eldridge, of the University of Chicago. I am glad to see Messrs. Nor- 
din and Moore raise the issue in print. The possibility of regressus may also 
hold, in the form of a drift of point H to the left, for Professor Boulding’s 
presentation! of black market theory under pure competition, if there occurs 


1 K. E. Boulding, “A Note on the Theory of the Black Market,” Canadian Jour. Econ., Vol 
XIII (Feb., 1947), pp. 115-18, particularly p. 117 ff., where “encroachment” is considered. I 
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the phenomenon which he labels as “encroachment” of the black market on 
the controlled one. 

I accept the Nordin-Moore analysis completely until the last sentence of 
‘heir penultimate paragraph, where I think they have slipped in their turn, 

-h the finish line in sight, on this treacherous stretch of economic ice. ‘The 
nroducer can maximize his profit,” say Nordin and Moore, “by selling noth- 
‘ng in the regulated market; then the black market demand curve will 
‘ncide with the demand curve D, and the full price P’ can be charged.” 

[he difficulty with this as an analytical solution, over and above the so- 

cj | factors to which Nordin and Moore aver briefly in their final para- 
raph, is that marginal revenue on the black market is only OP’, while 
marginal revenue on the legal market? would be OP, which is higher. 
e solution of the problem and the point toward which the regressus 
verges, 1 venture to suggest if allowed a second expedition into the black 
market, continues to involve discriminatory pricing between two markets. 
The monopolist’s or monopolistic competitor’s black market demand curve 
will ide with the total demand curve D, as Nordin and Moore conclude, 
but he will continue to equate marginal revenue in two markets, in line with 
my initial analysis, if he wishes to maximize his profits. 

Our producer will begin by selling on the black market an amount equal 
to the horizontal distance (on the diagram) from the origin to the point 
where MR (or its broken-line extension in the northwesterly direction) 

rosses the line P. Call this point B. At B, black market marginal revenue 


equals legal market price P, and black market sales are accordingly OB. 
Black market price, which we continue to call Po, is approximately equal 
OP, on the diagram. The legal market assumes the unenviable position 
luary legatee, and absorbs the additional output, which will be BQ if 


marginal cost is to equal marginal revenue on both markets. In addition, the 
producer retains customer good-will by maintaining a modicum of sales on 
the legal market, and can point accusatory fingers in all directions with re- 
| to the illegitimate marketing of the remainder (perhaps the bulk)* of 
! All is for the best in this best of all possible worlds. 
[here is a worm in this apple; the solution is only 99 44/100 per cent gen- 
eral. For if OB is sold on the black market at an illegal high price Po, can we 


ely in Professor A. F. W. Plumptre’s technical criticism of Boulding’s treatment of 
.ck market demand curve in general; “The Theory of the Black Market: Further Con- 

3,” Ibid. (May, 1947), pp. 280-82. 
* In continuing the use of the rubric of “legal” versus “black market” prices, I do not wish 
red as implying that the theoretical framework of the economics of the sub-rosa 
ny significant way when the controlled price is fixed by leading manufacturers’ or 
announcement rather than by direct edict of public authority. Such current 
mer, 1947) as the “gray market” in sheet steel and the “used-car” market in 
s differ not at all for our purposes from the black markets in meat or sugar un- 


’ High elasticity of demand and low elasticity of marginal cost each operate to increase the 
proportior iles made on the black market, the first result running contrary to instinctive 
expectation. High elasticity of demand, however, has the anticipated effect of reducing the 
spread between black market and legal prices. 
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ascertain the amount which will be sold separately at the legal price P? J, 
particular, can we eliminate without further information the Possibility of 
sales falling short of BQ?* The black and the legal are, after all, but two as. 
pects of a single imperfect market, not the infinitely and irremediably sepa- 
rate markets assumed in the pure theory of price discrimination. 

In dismissing the worm as a bogey, I rely primarily on the fringe of yp- 
satisfied demand AA to be sufficiently large as to overbalance defections 
from demand at price P of consumers satiated at Po. This reliance I think 
justified realistically, on the supposition that unless AA were indeed quite 
large, no black market would have arisen in the first place. The pertinent 
solutions of our problem in the world of 1947 appear to involve, in any 
event, not unsaleable surpluses of controlled commodities at legal prices, 
but persistent fringes of unsatisfied demand, unable to obtain automobiles 
or apartments or building labor at legal or quoted prices and unwilling to 
pay the going black market rates. 

As additional inductive evidence for a two-price solution, let me draw on 
the close analogy between the relations of black and legal markets and the 
relations between the markets for motion-picture admissions at first- and 
second-run motion picture theatres. In both cases, the markets are too 
closely connected on the buying side for the pure theory of price discrimina- 
tion to hold, even for the frequent cases in which identical interests dom- 
inate the selling side of each. In both cases, the consumer can almost (but 
not quite) certainly assure himself of the commodity at a low price by an 
appropriate combination of patience, alertness, and “shopping around,” 
and in both cases he is aware of the fact. The multi-price system survives 
and thrives in motion-picture admissions; why not here as well? 

M. BRONFENBRENNER 

University of Wisconsin 

‘ If BQ cannot be sold at P, output will be less than OQ though greater than 00’. Somewhat 
more than OB wi!l be sold on the black market at a price somewhat below Po; legal market 
marginal revenue will be somewhat above marginal cost and black market marginal revenue, 
which will be equal. I cannot formalize the process leading to this solutior, but it will not 
involve the elimination of either the two-price system or the legal market. These disappear, 


it seems, when demand and/or cost increases drive P’’’ above P, as in the frequent domestic 
and foreign lapses into abject dependence on the broker, the spiv, or the yami-soba. 


The Problem of Bank-held Government Debt: Comment 


Dr. Carr’s article under this title’ presents a comparative analysis of the 
special security reserve and the interest-bearing reserve balance methods of 
solving the problem in question. He concludes that the reserve balance plan 
would be generally superior once it was inaugurated, but would be con- 
siderably more difficult to get under way than the special security proposal. 

It is worth pointing out that this conclusion depends almost entirely on 
the particular reserve balance proposal chosen for analysis, which would in 
essence authorize the Treasury to borrow all necessary funds from the 
Reserve Banks, but prevent undue credit expansion by giving the Reserve 


1 American Economic Review, Vol. XXXVI, No. 5 (Dec., 1946), pp. 833-42. 
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Ranks power to raise reserve requirements to the necessary level.? The 
Treasury would then be able to retire its outstanding bank-held debt with 
funds borrowed from the Reserve Banks, but as Dr. Carr interprets the 
proposal, this would be possible only as existing issues matured..This compli- 
cation is the main reason why Dr. Carr believes that the special security plan 
would be easier to inaugurate. 

A different version of the reserve balance proposal will eliminate this 
dificulty. Let the Reserve System be given the power: (1) to raise member 
hank reserve requirements to any level; (2) to pay interest on member 
bank reserve balances; (3) to return the System’s excessive earnings to the 
Treasury; and (4) to lower as much as is necessary the gold certificate re- 
serve requirement against Federal Reserve notes and deposits. With these 
four relatively simple changes, it would become possible for the Reserve 
System to inaugurate a reserve balance plan almost certainly more smooth- 
ly than a special security plan. All that would be necessary would be for the 
Reserve System on the one hand to raise reserve requirements and on the 
other to offset the raise by open-market purchases until the desired level 
of requirements was achieved. The only change resulting would be that 
government bonds previously held by member banks would be replaced by 
deposits in the Reserve Banks. Nothing new would have to be learned by 
the member banks or the Treasury, whose day-to-day operations would be 
unaltered. From the technical point of view, therefore, this scheme seems 
superior to all alternative proposals. The only remaining problems would be 
in connection with non-member banks (which might have to be required to 
hold special certificates in some form or other) and individual banks which 
held appreciably less government bonds than the increase in reserve re- 
quirements (and would therefore be forced to liquidate other types of as- 
sets)—a difficulty inherent in all the schemes under consideration. 

Henry H. VILLarp* 


*See Simeon E. Leland, “The Government, the Banks and the National Debt,” Commercial 
and Financial Chronicle, January 17, 1946, pp. 242, 281-84. 
* The author is professor of economics at Hofstra College. 
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BOOK REVIEWS 


Economic Theory; General Works 


Freedom and Reform. By FRANK H. Knicut. (New York: Harper. 1947, 
Pp. 409. $3.50.) 


Freedom and Reform is a collection of essays on the nature and problems 
of social science. If, as the author affirms, economics is not concerned with 
ends, the book deals scarcely at all with economics, but the economic, as 
part of the social, order is of course discussed in the search for a social ethic. 
Most of the essays have already appeared singly in various journals but, 
in spite of some repetition, they fit together to form a coherent whole. (The 
book, in fact, is about the only thing that remains coherent after the 
author’s catalytic skepticism has been brought to bear on our ideals and 
institutions. ) 

Professor Knight, as we all know, has deeply drunk of the Pierian spring, 
but one cannot but wonder whether the sobriety he has thus attained is not 
more dangerous than a measure of the intoxication of ignorance and faith. 
The latter leads to all sorts of errors and confusion, but the former might 
afflict us with social paresis. Knight is not only a great iconoclast but also 
the ‘‘compleat” agnostic. Mystery, he says, or plain ignorance, seems to be 
the last word in the discussion of all the main elements in the political-eco 
nomic problem. ‘‘We do not know, either what are right ideals, or how the 
social-economic process works and what it can be expected to bring forth in 
the absence of interference, or how to interfere ‘intelligently’ with its 
‘natural’ operation and development”’ (p. 128). 

Liberalism, Knight feels, is dead, and we have no tolerable substitute for 
it (assuming that we could consciously replace liberalism, if we only knew 
with what). ‘‘We are . . . in the course of one of the world’s great economic 
and political revolutions....The nineteenth century liberal system is 
played out, and the world of the West-European civilization . . . will go 
through a drastic revaluation of its... ideas and values... . Fixity wil 
take the place of progress, security that of adventure; individuality, inde- 
pendence, and diversity will make way for conformity, uniformity, and 
unity; ... love of truth will give place to loyalty, and love of liberty to un- 
questioning obedience to authority” (p. 22). 

Nineteenth-century liberalism was inherently impossible in any but the 
peculiar circumstances, in which it developed, “‘of no vital political prob- 
lems and no serious differences of opinion or conflicts of interest.” With the 
filling up of the world, and the passing of frontier conditions, we must rever! 


ic 


to older norms of stability through discipline. But the intellectual leader 


ship of the nineteenth century not only failed to apprehend that its physica! 
milieu was essentially evanescent but failed just as egregiously to uncel- 
stand the spiritual foundations of its own institutions. These, as always, 
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were mainly unconscious or emotional. ‘‘Social behavior must always be 
largely habit ... based on sentiment and loyalty rather than on critical 
deliberation.”’ Sentiment and loyalty, moreover, must be “‘not merely un- 
critical but definitely above criticism, protected from intellectual examina- 
tion by social sanctions. ...The objects of loyalty must be sacred... 
religion is the foundation of social order” (p. 25). 

The religion of liberalism was the sanctity of property, whether in one’s 

own person or in his “possessions.” On this basis the role of the state was 
reduced to a minimum, but it was not long before the New Liberalism, es- 
sentially antithetic to the old, began to substitute the “‘positive care and 
activity of the state as a main reliance for securing the realization of funda- 
mental human values” (p. 28). Liberalism, in short, ran into a conflict of 
loyalties. The author makes it perfectly clear that “freedom,” even as a 
oncept, is a will-o’-the-wisp, and that we have never had any clear idea of 
its inherent limits. But, quite apart from this, we do not like the results of 
“freedom,” one of them being its own extirpation. The relationship between 
freedom and power is close, complex, and paradoxical. Neither has any con- 
iat without the other, but, as universals, they tend toward mutual de- 
struction. The expansion of the freedom of the individual (in one aspect of 
the matter) inevitably leads to a cumulative inequality of power and, with 
it, a decline of social freedom. We all want our own way (this is quite as 
true of saints as of sinners), but, because we don’t all want the same things 
(or sometimes because we do and there’s not enough to “‘go around’’) the 
expansion of freedom (in one aspect of the matter) is likely to lead to the 
war of all against all. 

The conflicts that arise out of the fact that we do not all want the same 
ends are perhaps more basic than those that are attributable to a deficiency 
of satisfiers of wants held in common, and Knight is insistent that our 
problems are not primarily economic. On the contrary, he avers that, if 
all of our “economic” wants could, by some miracle, be satisfied, we should 
probably find that noxious conflict was as rampant as ever. 

The fundamental discontent with classical liberalism would seem to 
stem from the antagonism between the ideal of equality of opportunity (so 
far as this can be realized) and that of equality of status. Even a cursory 
glance at the philosophers’ discussion of social “‘justice”’ (and it seems likely 
that the most meticulous research would not change the verdict) will show 
that the whole matter is wrapped in tautological mystery. Such, to take 
an extreme case, is the dictum that justice consists in giving to everyone his 
“own.” Equality of opportunity (even if largely though, inevitably, but 
temporarily realized) would result in extreme inequality of status, and an 
imposed equality of status could come only from a violent disregard of 
equality of opportunity. Yet we want both, and social freedom may require 
an irrational compromise between them. The conflict between the ideals of 
equality of opportunity and equality of status is doubtless the basic cause 
of the notorious diversity between ethics for Sunday and those for the rest 
of the week. 

Professor Knight likes to point out the importance, and neglect, of sport 
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asa guide to social action. Altruism in sport would simply ruin the game: it 
would, in both senses of the phrase, be giving the game away. But, on the 
other hand, the game would also be ruined by gross, and uncompensated 
inequality in the competence of the contestants. To “make a game of jt” 
the rivals must have something very close to equality of chance to wip. 
This means either that their powers must be substantially equal or that 
differences must be compensated by the imposition of handicaps on the 
superior players. (Since the players in the game of life are not of equal com- 
petence there is a persistent call to “make the game worth while” by han- 
dicaps, of one sort or another, on those who prove themselves most fit. 
Anything that will make the game close is felt to be “‘fair.”” There must be 
equality of opportunity only after inherent differences are neutralized. 

The early Christians said, in effect, that they were not interested in the 
earthly game: that they were playing another “game”’ or, indeed, were 
merely getting ready to play it. They were content to acquiesce in mundane 
inequities; to say, “Do what you will, it’s all one to us; even if you despite- 
fully use us, that’s all right; in fact, it’s the best possible training you could 
give us.” But when, in the course of time, Christianity, or the Church, be- 
gan to show interest in the earthly game, and its earthly results, these pre- 
cepts simply did not apply. Professor Knight has no difficulty in showing 
the dilemma, the contradictions, and the (unconscious) hypocrisy, int 
which the attempt to apply them thrusts their advocates (Chapter IV on 
“Ethics and Economic Reform”; Chapter VI on ‘Religion and Ethics in 
Modern Civilization”; and Chapter XI, a review of Jacques Maritain’s 
The Rights of Man and Natural Law). So far as Christian concepts of moral- 
ity are applicable at all, they apply chiefly to the individual and are not 
relevant to society as a whole. Universal altruism is impossible (since altru- 
ism must have an object who cannot be altruistic) and any close approxima- 
tion to it would give us about the worst imaginable social order, in the 
immolation of all that we think of as noble on the altar of the vicious. 

It would seem that Christianity and liberalism might perhaps be supple- 
mentary philosophies if each were confined to its appropriate sphere (the 
reviewer’s, not the author’s, idea). Liberalism, as Knight insists, was never 
individualism so much as it was “familism” or, rather, the organization of 
the relations between families. In the family, equality of status is stressed, 
while, as between families, the opposite is the general rule. Christian prin- 
ciples might well be more fully applied within the family (or any other larger 
“brotherhood” which must, however, by definition, be exclusive) if no at- 
tempt were made to stretch them over relationships they cannot cover. 
One might here call attention to the parable of the prodigal son—and his 
brother. The brother, no doubt, was invited to share equally, or according 
to his need, in the consumption of the fatted calf. But he felt the discrepancy 
between the principle of giving to each according to his needs and that of 
reward according to performance. He simply made the “mistake” of trans- 
ferring a stern social ethic, without which society would revert to the 
jungle, to the narrower circle of the family where it was somewhat out of 
place. The disconcerting fact, however, is the impossibility of segregating, 
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to each of the spheres, the two incongruous, or contradictory, principles. 

“Discussion of social action must center around the fact that human 
interests give rise to social problems in so far, and only in so far, as they 
involve @ combination of harmony and conflict” (p. 208, italics inserted). 
“The interested and active self is social ...a social individual; but... 
social in a way which inherently involves being anti-social. ... Instru- 
mentalism [the use of others to one’s own ends], cooperation, helpfulness 
and rivalry, and love and cruelty are inseparable” (p. 209). In citing again 
tbe importance of play, or sport, as a guide to social action, the author points 

yt that play involves rules of the game ‘‘which are felt to have the imper- 
ative quality of morality and truth and which form a bridge to serious law.” 
The players are in harmony on the cules. “‘All the parties to any game have 
a common interest in the game itself—hence, in general obedience to its 
rules. But they have conflicting individual interests in winning—conse- 
quently, in law-breaking or cheating. Similar considerations apply far more 
acutely to the improvement of the game by changing the rules” (p. 209). 

How shall the rules be established or, once established, in what direction 
should they be changed? There is no scientific way of establishing rules, 
these must rest on values, t.e., on the choice of ends, with which science has 
nothing to do. Knight is just as scathing on the pretensions of science in 
social affairs as on those of Christianity, or other romanticisms. Aside from 
Christianity, the romanticisms that have attracted most interest are He- 
gelian idealism and Marxism. But Hegelian idealism means, in practice, 
the deification of the state, and its aggrandisement through military power, 
while the Marxist urge to destroy the social institutions by which man has 
allegedly been corrupted is an urge to destroy society itself (Chapter IV, 
on “Ethics and Economic Reform”’). The “rules of the game”’ must envisage 
conflict (which is of the essence of life) but this must take place within a 
larger harmony, whatever that may be. Conflict should, at any rate, be put 
on a progressively higher level. This, it seems worth while to insist, was the 
aim of liberalism. 

It is not wholly clear to the reviewer whether Knight regards the neu- 
trality of liberalism on individual ethics, and its refusal to set forth any 
definite social purpose, as virtues or as vices. Liberalism was chiefly con- 
cerned with the relations between individuals and scarcely at all with individ- 
ual ethics or concrete social goals. As a social philosophy, it held that the 
relations between men “ought to rest on mutual free consent.” The only 
“ideally right”? function of the state was to use coercion, negatively, to pre- 
vent its use by individuals or private groups against their fellows. But, 
apart from its ban on private coercion, liberal philosophy said nothing 
whatever on what is right or wrong in individual conduct. And, though it 
applies “in all relations of life and not merely in those called economic” 
\p. 50), it is of the essence of liberalism to have no concrete position regard- 
ing the end of action. “The individual is free to pursue such ideals as ‘pov- 
erty, chastity and obedience’ (assuming that he can find someone willing to 
be obeyed) or universal ‘love’ or any form of ascetic practice.” There is in 
liberalism, moreover, nothing to prevent the individual from joining in 
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voluntary association with others “to organize economic (or social) |ife 
in any way they may choose” (p. 54). They may adopt, for themselves 
socialism, communism, or any other ism provided they do not seek to force 
their doctrine down the throats of recalcitrants. The author points out that | 
socialistic and communistic societies have been established in the midst oj 
“liberal” social orders, especially that of the United States, but that, when 
they collapsed, their devotees, far from concluding that there was something 
wrong with the principles on which their regimes were operating, blamed 
their failure on the society which gave them the right to live (if they could 
in free competition with other forms of organization. They then insisted on 
sovereign authority to change the social order so as to permit no one to live 
except in the fashion they themselves prescribed. 

It may be taken as axiomatic that the larger harmony cannot be realized 
within the confines of a social blueprint. Perfection itself, if it could be 
formulated and attained, would be imperfect just because it was “per- 
fected,” t.e., with nothing further to be done. There could be no greater 
frustration of the human spirit. The Garden of Eden episode is in point. 
Men appear, since the fall, to have been trying to re-establish the conditions 
fron which they were allegedly driven by a wrathful God, but few things are 
more certain than that success would lead merely to a repetition of the show. 
The human significance of descriptive essays on “‘Heaven” puzzles Professor 
Knight (p. 77) and we can be sure that he would be greatly alarmed at any 
really vigorous attempt at the consummation of any of the portrayals. 

Religion is the foundation of social order but none of the “religions’ 
offered to us will serve, and Knight has none to suggest. The older variety 
of liberalism widely sowed the seeds of its own dissolution in giving free 
rein to skepticism and discontent, even to skepticism of, and discontent 
with, liberalism. The members of earlier societies were powerless to express 
what discontent they felt and, drugged with opiates of one sort or another, 
were, in any case, inclined to acquiescence. “‘Primitive society was wise in 
its conservatism, for it knew at least that the group had previously lived 
somehow, both as individuals and as a group. And liberal society . . . has 
acted frivolously in switching over quite suddenly to an extreme opposite 
set of assumptions, that the new is better than the old, that the good con- 
sists in change . . . rather than in stability” (p. 74). 

The problem is that of reconciling freedom with order, and this, oi 
course, involves a compromise of a paradox. The fundamental dilemma lies 
in the very nature of man who is, preeminently, a discontented animal. 
Having achieved a measure of liberty and some order, but still wistful for 
he knows not what, the “romantic fool” is easy prey to plausible purveyors 
of social snake-oils which will certainly make him more wistful still and more 
“conditioned” to further ministrations from the medicine man. There is 
small ground for disputing the author’s contention that, when “controls” 
fail to do all that their proponents promise, the recourse will be not to 4 
relaxation of the controls but to “plugging up the holes,” until freedom !s 
completely lost. 

How shall we get the formula for the “right” amalgam of freedom and 0! 
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-der? Could it be from sport? Though, in his second chapter (written in 
1934), the author throws in the sponge on liberalism, his final words (writ- 
‘en in 1946) are that the alternative to dictatorship (a hopeless “‘solution’’) 
;; “democracy in general as we have known it, struggling to solve its probe 
ems, along lines already familiar.”” This means “‘co-operation in thinking 
acting to promote progress, moral, intellectual and esthetic, with mate- 

| and technical progress as the basis of all, and all under the limitation of 
radualism and ‘seasoned’ with humor and play. The combination is the 
meaning of liberalism” (p. 402). Played out or not, a modified liberalism is 
ur only hope. This modified liberalism may, perhaps, be defined in terms 

hat is ‘‘cricket,”’ and what is not. 

“The reviewer deeply regrets his inability to convey anything like the 
whole tenor of these essays (and he fears that he has greatly distorted it). 
They are a didactic delight. The philosophic hocus-pocus against which 
the author fulminates is left in ruins. But the disconcerting fact is that the 

arch-light of truth seems to disclose that man lives, and can live, only by 

ing (mostly to himself), or, at best, in a faith which, at the hands of the 
analyst, can hope for nothing better than a Scottish verdict. Perhaps we 
can do no more than hold to the faith that men ought to be free, that they 
mught to solve their problems on the basis of mutual consent, and, marching 
n this faith, to trust to whatever gods there be to lead us toward the dawn. 
FRANK D. GRAHAM 
Princeton University 


Du Prix de Revient au Produit Net en Agriculture—Essai d'une Théorie de 
la Production. By MicHet CEPEDE. (Paris: Presses Univ. de France. 
1946. Pp. 446.) 


Dr. : is much dissatisfied with the concepts of cost and return in 

| economic theory. He finds them utterly inadequate for the purpose 
his j inquiry: an appraisal of the socio-economic efficiency of alternative 
gricultural systems. 

He argues that current methods of evaluating cost-return relationships 

nd of determining the conditions under which net product values are 
maximized are derived from a value theory based entirely upon exchange 
processes in the market. All inferences regarding the value of goods that 
ever do change hands in a market at a price, therefore, are misleading and 
based upon false theoretical premises. The great bulk of agricultural re- 
sources as well as agricultural produce never reaches the market. Hence, 
hatever cost values could be imputed to the total of farm resources, or 
return values to the total of farm products, must of necessity be incomplete, 
inreliable, and conceptually inappropriate. 

In search of a “‘use-value” of goods which would be independent of the 
market, he goes back to the physiocrats. The theory of production he out- 
nes is a reformulation of the physiocratic position that a “‘net product,” or 
4 product value greater than the value of all material resources consumed in 
the production process, can be obtained only by utilizing the gratuitous 

w-resources of nature, its biological forces and the movement of water 
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and wind. They are the only sources of “net product,” the only real creators 
of new wealth. All economic activities not directly applied to the utilizatioy 
of the continuous and gratuitous flow of.natural forces merely inyolye 
transformation of material from one form into another and cannot create 
new wealth—no matter how high the demand or the market price of certain 
goods might go at a given time. 

Dr. Cépéde bases his production theory upon a highly abstract concept 
of labor as a unit of value—without facing the problem of measurement. 
Labor is treated as a source of energy, furnishing “‘kilogram-meters.” There 
are two basic categories of labor: human labor, and the “labor of natura! 
forces.” The value of a good is its “‘use-value,” which is the sum of the value 
of human and natural labor incorporated in the good. The value of the 
latter is called ‘‘intrinsic,” gratuitously contributed by nature, and hence 
the only source of a “‘net product.” In order to give these intrinsic “kilo. 
gram-meters”’ an economic meaning, it is necessary to tie them to the notion 
of human wants. Intrinsic value, therefore, is not determined by measuring 
directly the “‘work-energy” of natural forces, but by subtracting the actua! 
human labor expended from the use-value which is defined as the amount 
of labor a person would be disposed to expend in order to secure possession 
of the good. 

Any labor expended up to the limit of the use-value is defined as produc- 
tive. Intrinsic value appears only if the use-value is greater than the value 
of human labor actually expended (pp. 313-24). Whenever this is true, the 
object has reached the “valuable state” (‘‘stade valorisable’’). Natural 
forces and natural “capital” (material in which nature’s “labor” has been 
incorporated over a long period of time, i.e., fund-resources such as coal, 


wants and technological progress. 

Dr. Cépéde is quite aware of the criticism to which the various labor 
theories of value, from Cantillon to Marx, have been exposed. But he is not 
impressed. He even does not hesitate to introduce into his product valu 
functions the term “labor contributed by natural forces” (pp. 321, 348, 
etc.)—a rather allegorical concept for use in formal analysis. His mathe- 
matical formulations are mostly simple algebraic equations on high levels 
of abstraction, and at no place does he worry about the concrete empirica 
meaning of his analytical symbols. He has yet to prove that his formulation 
of a production theory is suitable for developing empirical criteria for ap- 
praising the efficiency of an agricultural system. I see no hope for his success. 

There is no point in criticizing one theory from the premises of another. 
Its validity rests upon the two tests of internal logical consistency and 
empirical relevance. It is primarily in the second that Dr. Cépéde’s theory 
is bound to break down. There are no reliable observations that could yield 
the data needed to give empirical content to the theoretical terms em- 
ployed. 

His theory is aimed at determining the conditions under which the “ne! 
product’’ as defined can be maximized over the infinite long-run, assuring 
the absolute permanence of agriculture everywhere. Whenever the rate 0! 
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nsumption and destruction of economically valuable matter is greater 
the rate of production and resource accrual, net production is negative, 
tock of valuable matter is diminishing, and the future of society is 
eopardized. There is nothing wrong logically with such a theoretical propo- 
sition. 

But let us look at the empirical conclusions drawn from it. We should use 
ess coal and oil, and more wood, as a source of energy, because more ‘‘nat- 
yral labor” over a much longer period of time has been incorporated in the 
former than in the latter. Mining industries increase the gross product, but 
t the expense of depleting the reserves which took nature millions of years 

build up. Quite regardless of market cost and price relationships prevail- 

t any given time, the author concludes that extractive industries should 
be reduced, and forestry, draft animals, hand labor, and the use of water, 
| and solar radiation should be increased as sources of energy. 

Even granting the premise, his value theory cannot possibly give a deter- 
minate solution as to how much the rate of resource depletion should be 
reduced, and how much the rate of agricultural production and flow re- 

urce utilization should be increased at any given time. In his system, the 
me dimension is infinite, time preference by implication is zero, and the 

reregate amount of potentially available (in an economic sense) material 
nceived as fixed. In such a system, the solution can run only in terms of 
tural biological equilibrium” state in which the ultimate dependent 
variable is not production, but population. This Dr. Cépéde realizes. 
What he apparently does not want to accept is that the species of homo 
ipiens has, from its very beginning, been hell-bent upon upsetting this 
logical equilibrium, that it has multiplied and prospered in the process 
thousands of years, and that it is remorselessly devoted to the principle 

“Aprés nous le déluge’’—if “nous” refers to the human race; the time 
reference might well span centuries, but hardly millenniums. 

_An economic theory of empirical relevance, therefore, must deal with a 

ite time concept, must provide for time preference, and must employ 
value terms which are proximately or at least conceivably measurable by 
empirical observation. His theory fails on all three counts. 

The book is divided into two parts. The first, “Critique of the Classical 

” deals with the shortcomings of classical theory in accounting for 
vations factors entering into the production process, particularly in 
ure, and in furnishing criteria for appraising the efficiency of a pro- 
ion 1 syste m. The classical proposition that the best system is the one 
provides maximum returns at minimum cost is found inappropriate 
the ground that the evaluation of returns and cost is incomplete, is based 
entirely on a market exchange theory of value, and does not account for the 
depletion of natural resources. Hence, the “net product value” derived from 
ssical theory is no valid criterion of the efficiency of a production system 
~—especially not in agriculture where a large part of the product is home- 
troduced and consumed without reaching the market, and where natural 
resources and biological forces play such a dominant role. 
Some of the major factors classical economics fails to assess are: the 
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population furnished by agriculture to other industries, the refuge it offer; 
to city people during unemployment, allocation of joint cost to individyg| 
crops, apportionment of soil and other improvements over individual years 
cost involved in risk and uncertainty, evaluation of cost of human labor em. 
ployed in agriculture, and most important of all, the accounting for the 
depletion and waste of natural resources. Almost a hundred pages are de. 
voted to problems of soil conservation. The literature is comprehensively 
reviewed, leaning heavily on American sources (but missing one of the mos: 
important treatises on the subject, “‘Economics of Soil Conservation,” }y 
A. C. Bunce). 

This first part ends with the announcement of the purpose and approach 
of the author’s production theory. He cites Cantillon’s distinction between 
“intrinsic” or “‘normal’”’ value of wealth-in-itself, and “extrinsic” or “cyr. 
rent” value of wealth in the market place, the comparative exchange value 
of goods. He posits that while a study of distribution may appropriately 
employ an exchange value concept (dealing as it does with the problem of 
how to enrich oneself in comparison to others), the study of production must 
employ a more general intrinsic value concept of wealth-in-itself. The 
physiocrats were the first to develop such a concept in a systematic fashion, 
He sets out to build a theory of production which does not use the vocabu- 
lary and the methods of thought employed by classical economics in the 
study of comparative wealth (pp. 214-15). 

The second part, “‘Outline of a Theory of Agricultural, Production,” be- 
gins with a schematic description of certain (more or less relevant) natural 
phenomena, such as the “carbon cycle,” the “nitrogen cycle,” the “water 
cycle,” growth curves of human and bacteriological populations, and pro- 
nounces man a parasitic and predatory organism. Then, the author discusses 
the economic systems of hunting-gathering, pasturing, and agriculture 
proper from the viewpoint of their effect on the biological equilibrium. ln 
this connection, over thirty pages are devoted to the Tennessee Valley 
Authority. The “Theory of Production” is presented in the next forty pages, 
the highlights of which I have already outlined. The author traces quite 
accurately the parallelisms and divergencies of his terms and propositions 
with respect to those developed by the physiocrats and the classical econo- 
mists, particularly regarding the concepts of wealth, ground rent and labor 
held by Quesnay, Malthus and Ricardo, and Marx, respectively. 

There is an intriguing passage on whether industry can produce a “net 
product.” His answer, in contrast to the physiocrats, is yes, to the extent 
that human labor is contributed “gratuitously.” Since men are not raised 
primarily for work purposes, but for their own sake, their labor is in 4 
certain sense gratuitous; it does not involve costs which otherwise would 
not be incurred. By analogy, the labor of draft horses cannot yield a net 
product, because they are raised exclusively for work and their total cost 
must be charged against their product. But the labor of a race horse can 
yield a net product, since its maintenance must not be charged against 1's 
product, and its labor contribution is therefore gratuitous (p. 370). (It 
would be interesting to watch Dr. Cépéde going about measuring just how 
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-h of human labor is gratuitous, and how much involves costs chargeable 
‘0 the production process.) 
The book’s perspective is sweeping across the world and through history 
st rather limited in drawing upon current economic thought. This limita- 
‘ion is undoubtedly self-imposed, by ruling out of consideration any theory 
based upon market value. Nevertheless, the contributions in the study of 
ial cost and returns by such men as Pigou, J. M. Clark, and Hotelling 
are so directly apropos of Dr. Cépéde’s problem that their omission from 

e discussion is deplorable. The case against classical theory is much over- 
‘ated, as is the case for the physiocrats. 

The book is stimulating, and should be of special interest to students of 
methodology. The author combines the urge for scientific accuracy of an 
ngineer (which is one of his titles) with the sense for social institutions of a 

nother of his titles) and the concern for posterity of a statesman 
sent function). His book plainly portrays the interaction of these 
rains of thought. 

RAINER SCHICKELE 

Vorth 1 Dakota Agricultural College, 

, NV. D. 


Economie Politique et Psychologie Experimentale. By P. L. REYNAUD. (Paris: 
Lib. Generale De Droit et de Jurisprudence. 1946. Pp. 193.) 


fessor Reynaud presents certain experimental] findings and theories 
ern psychology that may contribute to the understanding of eco- 


behavior and applies these psychological data to a few economic prob- 

As a systematic presentation of economic psychology the book is 
unique, without parallel in recent American literature. That it should have 
been written by a French economist is the more remarkable as the psychol- 
lescribed and used in it is predominantly American psychology of the 


starting point of the book is the distinction betweeu rational and 

nal forms of behavior. Both of these are rare limiting cases; economic 

r usually develops in an “intermediate zone.” Yet there is a gradual 

1 between irrational and rational actions and therefore the laws 

i the two types of behavior are said to suffice for the understanding of 
uxed or intermediate cases. Irrational behavior does not consist of hap- 
tions; its prototype is found in conditioned reflexes, in mechanistic, 

, or habitual responses. Rational behavior, on the other hand, is 

terized by reflection and deliberate choice between alternative courses 
Such behavior is directed by attitudes (and to some extent by 

and can be studied by the analysis of attitudes. Modern Ameri- 

chol ogy—so Professor Reynaud’s train of thought continues— 

1¢ study of social, religious and political attitudes on an empirical 
juantitative basis; when the same is done with economic attitudes, 
nomics will progress greatly. In the meantime Professor Reynaud uti- 
és investigations of social attitudes in his description of market phenom- 
ha (inequality between buyers and sellers, producers and consumers, 
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etc.). The application of psychological findings to economic issues is furthe 
exemplified in the discussion of such problems as the determination ,j 
prices and the role of supply and demand curves. 

Naturally, Professor Reynaud was not familiar with wartime American 
attitude research and wartime and postwar economic sample surveys, Some 
of the material quoted in the book is, therefore, out of date and references ty 
recent studies of economic motives, incentives and expectations, and their 
relation to the behavior of consumers and businessmen, are missing. Ye 
from the point of view of presenting psychological principles of economic 
behavior in a systematic manner, Professor Reynaud is ahead of the Ameri. 
can researchers in the field. 

The book remains rather sketchy in the analysis of the interrelation be. 
tween so-called irrational and so-called rational behavior and does not study 
the conditions under which more habitual or more reflective types of be. 
havior tend to occur. It should also be noted that psychological theories of 
motivation, of ego-participation and, generally, of emotions remain prac. 
tically untouched. Finally, the fact that modern psychology is an empirical 
discipline may deserve more than passing mention. The application of 
both the methods and the findings of psychology to economics may then 
contribute not only to economic theories but also to economic fact-finding 
and statistics. ) 

Economic psychology may be approached in two ways. One way, Pro- 
fessor Reynaud’s procedure, is to present a system of psychology as some. 
thing distinct from the analysis of economic behavior and to apply psycho- 
logical data to economic issues. The other, perhaps more fruitful, way would 
be to analyze the behavior of consumers and businessmen systematically, 
that is, to select and arrange the issues according to their economic signii- 
cance and to study them from the point of view of modern psychology. 

GEORGE Katona 

Survey Research Center, 

University of Michigan 


Economic History 


The Shaping of the American Tradition. By Louts M. HACKER. Documents 
edited by Louis M. Hacker and Helene S. Zahler. (New York: Colum- 
bia Univ. Press. 1947. Pp. xxiv, 1247. Textbook ed., $6.00.) 


Behind this new text lie two major assumptions. The first is that the col- 
lege student may be best introduced to the social sciences by a general 
survey course, at least an appreciable part of which aims to “ . . . show how 
American ideas and institutions have been developed.” The second assump- 
tion is that the proper textbook to be used in connection with such a cours 
is one made up chiefly of a careful selection of reading from writers in each 
period of our history. Given these premises, both of which are widely held 
in American colleges, this new book by Louis Hacker comes as close ‘0 
answering the prayer for a good text as is likely to happen in an imperiect 
world. 
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The first impression is that of its extraordinary size and weight. It tips 
the scales at 5 pounds, 14 ounces and totals 1247 double-columned, oversize 
pages. So far as this reviewer knows, this is the largest textbook ever offered 
the American college student in the social sciences. Certainly the work 
would have been more convenient to read if issued in two or even four 
yolumes, but no doubt that would have meant prohibitive publishing cost. 
n single-volume form, it probably provides more book for the money than 
can be found in any other textbook in these days of high prices. 

The Shaping of the American Tradition has grown out of the second year 
of the course in Contemporary Civilization at Columbia University and 
covers American development from its European beginnings to the present 
day. In form it combines extensive historical summaries by the author with 
readings selected from contemporary writers in each period in our history. 
The chief emphasis of both text and readings is economic although major 
attention is devoted to policies, both foreign and domestic, and to philo- 
sophical developments. Social, esthetic, and religious trends are effectively 
though less fully covered. 

Hacker has adopted a unique and what has proved to be a most felicitous 
method of organizing and presenting his materials. The book is divided into 
eleven parts, each of which covers a chronological period. And all but two 
of these are arranged in five sections. The first section is the general in- 
troduction by the author, averaging about twenty pages. This is followed 
in each case by four sections of selected contemporary writings entitled 
respectively: The American Mind, The American Scene, American Prob- 
lems, and The United States and the World. Despite the fact that the logic 
for including a particular excerpt in one of these categories rather than 
another is not always obvious, it must be said that the result of this method 
of presentation is remarkably pleasing and effective. 

The editor of a book of readings is faced with a double task: writing a set 
of introductions and organizing and selecting the readings. In each respect 
this new text is well worth careful examination. Taken together, the in- 
troductions to each of the eleven parts into which the book is divided pro- 
vide the equivalent of a standard-size text of about 300 pages. In preparing 
this material the author has displayed his usual genius for lucid and forceful 
generalization. Steering a skillful course through descriptive or background 
material he arrives at interpretations and conclusions which are always 
vigorous, often new or different, and never dull. As he points out in his in- 
troduction, Hacker has not hesitated to utilize portions of his previous 
writing. But the reader familiar with his work will note much that is quite 
new and some at least which covers old ground with a changed emphasis. 

These introductory essays are definitely focused on interpretation, on 
determining the meanings in our history. As a result, the author is inevitably 
involved in making judgments in highly controversial fields. This he does 
with real zest; he doesn’t hedge, and he appears quite willing to state con- 
clusions which run contrary to those popularly held. On the Civil War, 
lor example, he refuses to follow the lead of recent writers who regard that 
conflict as a great and avoidable mistake. To him slavery appears as a 
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moral issue probably resolvable only by war. Again, Hacker does not hes. 
tate to offend radicals by quoting with approval from the writings ¢ 
Hayek nor to antagonize conservatives by interpretations favorable to the 
New Deal. 

On the whole, technical economic problems are handled with skill ang 
understanding though, by searching, the reviewer was able to find a fey 
points concerning which he was at least unconvinced. Thus, in connection 
with his discussion of slavery the author emphasizes the increasing cost of 
slaves as one of the causes for declining profits in cotton raising. Query: 7) 
what extent was the high price of the slaves due to the high profits (antici. 
pated or realized) of raising cotton on new cotton lands? Or again, referring 
to the economic dependence of the prewar South on New York, he asserts 
that direct trade between the South and England “. . . would have cut the 
nexus with New York and made available goods and working capital a 
lower prices and rates.’’ This was of course believed by Southerners. Byt 
were they right? 

The chief problem in choosing contemporary writings to be included ing 
book of this kind is not, as some might suppose, that of selecting the best 
from many appropriate items. The really difficult task is discovering suit- 
able writings for inclusion under each topic. Unfortunately, contemporaries 
write for a contemporary audience, not for the benefit of editors of books of 
readings who may appear on the scene a decade or even a couple of hundred 
years later. Consequently, most writings simply are not suitable for inclu- 
sion in a book of readings. The great majority are too long, too leisurely, 
or too detailed in their presentation to be adaptable to necessary space 
limitations, Other writing, though apparently regarded as exciting enough 
at the time it was written, seems just plain dull or unimportant to the 
modern reader. Finally, even those articles which are short and to the point 
may nevertheless be largely incomprehensible to the student who has not 
done considerable previous reading or study in specialized fields. Hacker has 
obviously made a great effort to avoid this last difiiculty but he has felt it 
necessary to include items such as Henry C. Carey’s remarks on Ricardian 
rent theory and Veblen’s essay on ‘‘The Limitations of Marginal Utility’ 
which will certainly provide rather tough going for the usual undergraduate 

Another perplexing problem presented by the book of readings is that 
of how far to go in attempting to present different points of view. If many 
subjects are to be covered, often only a single contemporary writer can be 
quoted on a given topic. If writers having different points of view at 
included on a single problem, so much space is utilized that the number of 
topics which can be covered is closely limited. There is no perfect answer 
to this problem. Hacker meets it first in one manner and then in another. 
On some important problems like the rechartering of the Second Bank of the 
United States and bimetallism, readings are included presenting more than 
one point of view. But on most topics space limitations permit reading 
from one writer only. Presumably the student will be protected from at 
quiring a distorted or partial picture by his class work. In fact, books of 
readings need, even more than other textbooks, to be supplemented by 
skilled classroom teaching. 
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It would surely be difficult to improve on the job which the author has 
jone in selecting the readings. He has, of course, included excerpts from 
me old friends like Hamilton’s Report on Manufactures and Dicken’s 


SO. 


American Notes. But he has also ranged far and wide to bring together 
“documents” which are fresh, interesting and pertinent. This is especially 
true of the readings covering more recent decades, years of course for which 
materials are relatively abundant and unexploited. But even for the colonial 
and early national period he has come up with excellent selections, some of 
which are entirely new to this reviewer. 
GEORGE R. TAYLOR 
Amherst College 


Critics and Crusaders: a Century of American Protest. By CHARLES A. 
Mapison. (New York: Holt. 1947. Pp. xii, 572. $3.50.) 


At a time of anti-radical hysteria like the present, this book comes as a 
welcome reminder of America’s proud tradition of nonconformity and pro- 
test. Mr. Madison, an editor by profession and apparently an historian by 
predilection, writes with enthusiasm and at times with eloquence about a 
representative collection of American radicals all of whom, despite great 
diversity, obviously excite his admiration and sympathy. 

The book is divided into six parts: The Abolitionists, The Utopians, The 
Anarchists, The Dissident Economists, The Militant Liberals, and the 
Socialists. Each part is divided into four chapters, one devoted to the back- 
ground and one each to three individuals. As can be readily seen, this 
scheme is formal and rigid; it permits hardly any consideration of the de- 
veloping pattern of American radicalism as a whole, and it inevitably con- 
veys the impression that the various groups and individuals treated by 
Mr. Madison are all of approximately equal importance. On the other hand, 
it has the advantage that any one part—or for that matter any one chapter 
—can profitably be read separately; the work is, in fact, a collection of two 
dozen largely independent essays. This fact will no doubt make it more 
generally useful for teaching purposes. At the same time, however, a re- 
viewer has the right to complain that it makes a coherent review of the 
book as a whole virtually impossible. 

The quality of the various essays is by no means even. There are a num- 
ber which have little more to them than an article in the magazine section 
of a Sunday newspaper; still others are written in the rococo style of a 
freshman theme. The chapter on Albert Brisbane falls in the former cate- 
gory, that on Margaret Fuller in the latter. On the other hand, Mr. Madison 
tas painted several memorable portraits which combine sympathetic in- 
sight with careful analysis. The best of these, I think, is Altgeld; though 
Stefiens and Debs are not far behind. One is inclined to assume that Mr. 
Madison’s real interests lie in the social movements of relatively recent 
times and that much of the earlier material was included because the plan 
ot the book called for it. This impression is strengthened by the various 
“Background” essays which tend to be somewhat perfunctory in the earlier 
parts but which become both considerably longer and very much more sub- 
stantial in the last two parts. ‘The Socialist Background” is, I think, as 
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good as anything that has been written on the subject, which unfortunately 
is not very much. One can easily find minor errors in it, and Mr. Madison’; 
interpretations will not always command full assent; but it is — 
sive, accurate in its main outlines, and eminently fair to all parties and j; 
dividuals concerned. 

There are at least two cases in which Mr. Madison’s classification of his 
subjects seems open to question. On his own showing, it is hard to see why 
Margaret Fuller should be put in with the Utopians, though perhaps ther 
are good reasons which he does not adduce. On the other hand, early Ameri. 
can history is so rich in Utopians that it should have been easy to find x 
least a half a dozen about whom no question could be raised. More serioys 
I think, is the classification of Lincoln Steffens as a “militant liberal,” ()) 
the basis of my own reading of the Autobiography I would say that Steffens 
was neither militant nor a liberal. He was much too inquisitive, exper. 
mental, and tolerant to be militant; and he utterly lacked what I shoul 
call the differentia specifica of the liberal, namely, the belief that a free 
market in ideas will ultimately produce the good society. What liberal would 
say, as Steffens did: “The reformation of politics and business by prop:- 
ganda and political action was impossible. Nothing but revolution could 
change the system” (p. 406). Though he apparently never belonged to a 
socialist or communist organization, there can be little doubt that, at least 
in the years after World War I, Steffens was much more of a socialist than a 
liberal. 

Readers of this journal will perhaps be most interested in the part dealing 
with the “Dissident Economists”: Henry George, Brooks Adams and 
Veblen. On the whole, however, these are not among the best essays of the 
book. Mr. Madison has poem somew hat too ready to accept the j juc igment 


was unquestionably brilliant and incisive, but he was a long way from being 
one of “the pre-eminent social thinkers of our time.” The summary of the 
life and work of Brooks Adams is useful, and it makes one realize that the 
economic theories of this (relatively) early critic of American imperialism 
have received much less attention than they deserve. Now that the United 
States has embarked on a course that bids fair to put all previous in- 
perialisms in the shade, it is possible that American economists will er- 
amine the whole problem more attentively than they have been accustomed 
to do in the past. If so, they will find Mr. Madison’s introduction to Brooks 
Adams a valuable stimulant to further study. Mr. Madison’s treatment o! 
Veblen, on the other hand, is less useful if only because Veblen’s work is 
widely known and he has already been the subject of several careful andi: 
luminating studies. This is not to imply that the last word on Veblen has 
been said, only that the picture which Mr. Madison paints of Veblen s 
already a fairly familiar one. 

As noted above, the essay on Altgeld is perhaps the best in the book. Mr. 
Madison obviously feels close to the great Illinois democrat, and he is able 
to write about him with warmth and understanding. But what struck me 
most forcibly in reading this essay was the many remarkable similarities 
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in philosophy and political approach between Altgeld’s conception of 
democracy and Franklin D. Roosevelt’s New Deal. One could wish that 
Mr. Madison had seen fit to omit Randolph Bourne from the category of 
“Militant Liberals’ —especially since he has a doubtful claim to be there— 
and to include Franklin D. Roosevelt instead. And I would suggest at the 
same time that Lincoln Steffens might better be moved in with the socialists 
to make way for LaFollette senior. Altgeld, La Follette and Roosevelt are 
three genuine militant liberals, and it would be highly interesting to have 
them treated together by so sympathetic an observer as Mr. Madison. 

This is the kind of book which ranges over a rather wide field and is hence 
likely to meet with the sharp criticism of specialists who have a vested in- 
terest in this or that corner of the field. In fact, at least one carping review 
by a professional American historian has already appeared in print, and 
others may be confidently expected. In my opinion, however, it is really ir- 
relevant that the book contains a certain number of errors and occasionally 
indulges in generalizations which offend the conscience of the scholar. The 
book is written for the intelligent layman—and most economists whom I 
know can hardly claim to be more in the premises—and it is meant to bring 
to the fore in a readable and generally correct way certain ingredients of the 
American tradition which are all too easily lost sight of. I think it succeeds 
in this aim, and I hope it will be as widely read as I am sure it deserves to be. 
I especially recommend it as salutary reading to those who are afraid to say 
what they think because of loyalty orders and Un-American Activities Com- 
mittees; they may well gain courage by reflecting on how the eighteen 
Americans brought to life again by Mr. Madison would have acted under 
similar circumstances. 

M. SWEEZY 

Wilton, N. H. 


National Economies 


Bilan de Economie Francaise, 1919-1946. By CHARLES BETTELHEIM. 
(Paris: Presses Univ. de France. 1947. Pp. viii, 291. 360 fr.) 


The key figure in an economy’s “‘balance sheet”’ is of course its national 
income. Since the opening of the century, France’s real national income 
has changed as follows: 1901, 100 (base period); 1913, 126; 1920, 110 (first 
available post-war figure); 1925, 147; 1929, 151 (highest figure); 1934, 122 
(depression low) ; 1936, 136 (post-depression high); 1938, 131 (last available 
prewar figure); 1946, 110 (first available postwar figure). (The estimates are 
de Bernonville’s, supplemented by those of Colson for 1901 and of the 
Commissariat Général du Plan for 1946; see Etude Spéciale No. 3 of the 
Institut de Conjoncture, 1944, p. 122, and the Commissariat’s “Estimation 
cu Revenu National Frangais,”’ 1947, p. 26. Bettelheim cites only a few of 


| these figures.) Since population changed very slightly, the index represents 


adequately also per capita real national income. 
There seems little reason, on the basis of this series, to conclude that for 
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decades the French economy has been suffering from stagnation. Yet this ; 
Bettelheim’s prime thesis. It is arguable that the series is not very reliabje 
(de Bernonville’s 1938 estimate is 30 per cent below the recent and bette; 
estimate of the Commissariat du Plan for that year), but Bettelheim aly, 
uses de Bernonville’s series, and his other data do not support contrary 
conclusions. It is true, too, that France failed to recover fully from the 
Great Depression before the onset of World War II, but neither did th: 
United States (and by almost the same percentage, taking account oj 
population changes). And our “stagnationists” realize it is a problem to fi 
into their theory the growth during the period prior to 1930, which Bette. 
heim does not realize. The 1946 figure is very low, but France recovered 
rapidly from the drastic effects of the first World War and the current pro. 
duction index reports some progress since 1946. If account is taken of the 
secular decline in hours of work, and of unemployment, we have an estimate 
of real national income per man hour worked. The 1936 figure is above that 
of all preceding years, and almost two-thirds above 1901. This is a record 
not so far behind that of the more industrialized United States, in whic 
national productivity rose about 100 per cent from 1899 to 1939, as to sup. 
port Bettelheim’s fears of back-sliding. Much of what Bettelheim labels as 
decadence (for example, the declining French share in world industrial 
output) is at least in part a reflection of the relative decline of the French 
population. It is hardly a “sure symptom” of economic decadence. 

The disease afflicting France is a world-wide malady, by Bettelheim’s 
diagnosis, but France is an especially sick victim. The causes—growth of 
monopolies, protectionism—are complicated by inadequate indigenous 
supplies of raw materials and by technological backwardness, This analysis, 
and the rest of Bettelheim’s discussion, fails to distinguish clearly among 
factors accounting for the level of the French economy relative to that of 
other countries, factors explaining the trends in the French economy, and 
factors explaining the French trends relative to trends in other countries. 
Indeed, the discussion of causes is very sketchy, so poor even in respect oi 
illustrations from the French scene as to make it hardly worth while for the 
American reader to dust off his French dictionary. 

In developing the thesis of stagnation, Bettelheim packs in small space a 
great deal of information descriptive of French economic changes since 
about 1900 (the book’s title is too modest). Those interested in a quick 
survey of changes in French population, agriculture and industry, trade 
and transport, income and wealth, money and banking, and public finance, 
may possibly find this volume handy. Yet even with this simple purpose i0 
mind the reader will need to watch his step. I could not, for example, recon- 
cile Bettelheim’s story of stagnation in French farming with the agricultural 
productivity figures of the Institut de Conjoncture, which show a rise of 5 
per cent from 1901 to 1936; or his statement that labor productivity 2 
industry rose very slowly, with the Institut’s estimate of a rise of 83 per 
cent in industrial productivity from 1901 to 1936. But Bettelheim does no! 
even mention the Institut’s figures. Some figures he quotes, reporting 4 rise 
of 230 per cent in United States productivity from 1910 to 1928, are ur 


wa 
anc 
Deo 
be 
n 
rr 
i 
lh 
T+ 
dea 
1e 
tne 
nar 
pat 
me 
hoe 
DY 
org 
I 
Ini¢ 
ror 
} 
mUY 
tne 
den 
me! 
the 
mo 


his 1S 
liable 
etter 
) also 
trary 
D the 
d the 
nt of 
to fit 
et tel. 
vered 
pro- 
f the 
mate 
that 
cord 
vhich 
Is as 


strial 


BOOK REVIEWS 955 


believable; they certainly provide a misleading standard of comparison. 
If a conspectus of economic changes in France up to World War II is 
wanted, a better one is provided by the collection of papers edited by Rist 
and Pirou, De la France d’ Avant Guerre ala France d’ Aujourd’ hui, on which 
Bettelheim leaned heavily; or for the period to 1929, by the report of Ogburn 
and Jafle on The Economic Development of Post-War France, A Survey of 
Production. 

The Lord knows that all is not well with the French economy (or with 
others with which it may be compared), but a better kind of descriptive and 
analytical economics than Bettelheim’s is needed if we are to understand 
what the trouble is. 

SOLOMON FABRICANT 

New York University 


Economic Systems; Postwar Planning 


The Web of Government. By R. M. MacIver. (New York: Macmillan. 1947, 
Pp. 498. $4.50.) 


This thoughtful volume is an examination of the nature and functions of 
government primarily from a philosophical and sociological point of view. 
It isa reappraisal and careful restatement of a number of familiar concepts 
dealing with the origin of the state, the role of the social and political myth, 
the nature of political authority, the pattern of social power-relationships, 
the role of property and status, the various forms of government (with 
particular reference to democracy and dictatorship), the processes of govern- 
mental change, and the relation of state to state. These problems are treated 

y going back to the fundamentals of human relationships as understood 
by the sociologist, and working forward through the various types of group 
organization—with emphasis on the myths, techniques, and motivations 
which condition the activities of men in society. 

om the first part of the volume, which is basically descriptive and only 
inferentially normative, emerge the general conclusions that government 
arises directly from the family relationship and is a natural outgrowth of 
it; that the myth of authority is the distinctive feature of governmental 
organization; that the only serious threat to the general habit of law- 
abidingness on which all government rests is the sense of economic exploita- 
tion; that status, power, and property (which must be appropriately dis- 
tinguished from one another) are the major elements in the composition of 
governmental authority; and that the only governmental form suitable to 
the economic and cultural pluralism of modern large-scale society is 
cdemocracy. 

All this is of interest to the economist, if for no other reason than that he 
must increasingly take into account the nature and functioning of govern- 
ments if he is to reach intelligent judgments about present or prospective 
economic events and institutions. In the latter part of the book, however, 
the relevance of the discussion for the purposes of the economist is even 
more direct. Here Professor Maclver considers the changing functions of 
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government, and attempts to supply some answers to the perplexing pro}. 
lem of the extent to which economic collectivism can be carried withoy 
jeopardizing or destroying the democratic political framework. This effort. 
together with some of the author’s prior observations on the role of private 
property and on the Marxist interpretation of society, warrants some fyr. 
ther examination. 

In his discussion of social power, the author points out that while property 
and status are primary sources of power, there are many others which must 
not be left out of account. In the modern industrial world, for example, 
managerial and executive skills are in themselves one of the most important 
sources of power. Governmental power is thus only one of many forms of 
power and is distinguishable from the others mainly in that it is formally 
supreme. With the increasing organization of economic interests in the 
modern world, however, the posts of great power are considerably more 
numerous than before. The government itself is a creature of society, and is 
therefore subject to the impact of the various other foci of power. The way 
in which government exercises its own power, therefore, depends on the 
manner in which it resolves the clashes among the various other power- 
wielding interests. 

Professor MacIver declines to accept the thesis of the Marxist, however, 
that economic power is always primary in a capitalist society and that 
political power is merely its handmaiden. Although in the mélée of these 
clashing interests economic power is always prominent, it is not always the 
exclusive or decisive factor. In the first place, says the author, it is a mistake 
to talk about “economic power” as though it were a simple and unified 
thing. On the contrary, ‘economic power is multicentered and is the scene 
of internecine warfare, business against business, industry against industry, 
capital against labor, industry seeking to cheapen agriculture and vice versa, 
primary producer against manufacturer, manufacturer against retailer, 
with wholesaler jockeying for position against both, domestic producer 
against importer, banker against borrower, white collar class squeezed be- 
tween the demands of other interests, and so on through a multifarious 
jumble of interests” (p. 91). In fact, the economic strength of any group is 
no longer the necessary determinant of its political strength. 

In support of this statement, the author cites the “relative ease” with 
which powerful economic interests have been defeated in the political bat- 
tles of recent years—notably in the nationalization of industries in England. 
For this reason alone, if for no other, the Marxian thesis has proven in- 
adequate to comprehend “the complex relationship between economic an¢ 
political power” (p. 92). Moreover, even under capitalism, one cannot at- 
tribute to economic power the simple dominance assumed by the Marxian 
analysis, since “economic power cannot be segregated from other forms 0! 


motives too compelling to be explained simply in economic terms constraii 
individuals to act contrary to the dictates of economic interest. Professor 
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MacIver has no desire to belittle the vast importance of economic power; 
his wish is rather “to warn the reader against dogmatic simplifications and 
imposing generalizations that misconceive the complex and changeful play 
of forces within human society.” His conclusion is that no one form of social 
power is absolute (p. 93). 

' When he comes to his discussion of property, status, classes, and their 
relationship to government, the author concedes a great deal to the Marxist 
emphasis. It is an exaggeration, he says, to postulate with Marx and 
Engels that the history of states has been nothing more than the history of a 
class struggle which is the immediate driving force in history—‘‘but it is 
the exaggeration of an important truth” (p. 117). Every system of govern- 
ment sustains a corresponding system of property, and to change the one is 
to change the other. Property rights are legal rights which exist only be- 
cause government recognizes and protects them. In this sense, it is govern- 
ment which creates property in any practical meaning of that term—for 
property is not merely the possession of wealth, but the right to control, ex- 
ploit, use, or otherwise enjoy it. And the latter is subject to the will of the 
state which gives it effect. 

Thus, since the order which every state upholds is an order based funda- 
mentally on the existing distribution of property, any struggle to change 
that distribution becomes at once not merely an economic but also a politi- 
cal and social struggle. And the historical fact that property interests have 
always been vulnerable and are frequently on the defensive again negates 
the thesis that economic power is necessarily superior to any other form of 
social power. Moreover, while the economic issue is often the battle cry in 
the conflict of groups or classes, it is never an adequate explanation of such 
struggles since it is the groups which are contending—not simply their 
economic interests. The great task of democratic political organization is to 
effectuate the common interest, and thus to deny to any power group the 
tight to impose its will on the rest, while at the same time reserving to all 
such groups the right of influencing public opinion in a direction consistent 
with their own interests. It is the “eternal problem” of democracy, says the 
author, to keep such groups in their place subject to the democratic code 
(p. 221). 

This, of course, raises the familiar problem of whether democracy as a 
political mechanism is necessarily related to any particular form of economic 
organization. The author’s conclusion is that “‘it is misleading and indeed 
dangerous to identify democracy with any specific creed, beyond that which 
is the congenial and necessary spirit for the maintenance of democratic in- 
stitutions” (p. 206). To speak of economic democracy, or to identify politi- 
cal democracy with economic collectivism, and to say that any system of 
government which does not achieve this is no true democracy, is to muddy 
the terms. “A democracy,” says the author, “may approve a collectivist 
program or may reject it. It is still a democracy, and either way it is taking 
action ‘in the economic sphere.’ ‘The economic sphere’ can’never be sepa- 
rated from ‘the political sphere.’ What policy a democracy follows in this 
sphere depends on the conditions, and immediately upon public opinion” 


Ont 
ort, 
vate 
fur. 
ple, 
nt 
S ol 
aily 
the 
Te 
— 
Way 
tha 

Ver, 
hat 
Nat 
ese 
ake 
Hed 
ene 
rsd, 
er 
} 

ous 
pis 
al- 
al- 
5 ol 
ent 
sol 


958 THE AMERICAN ECONOMIC REVIEW 


(p. 207). Those who lose sight of this fact are guilty of identifying demog. 
racy with what they would like democracy to do. 

The complete independence of economic policy from the structure of the 
democratic mechanism is qualified, however, when the author comes to , 
discussion of the functions of government. After looking at cultural ang 
general welfare functions, he turns to the vital question of the functions of 
economic control. The main issue of today he sees as between those why 
stand for “economic planning” within a mixed socio-capitalistic system 
(there is no “pure” capitalistic system extant) and those who see no soly. 
tion except through socialization or nationalization of the whole machinery 
of production. Laissez faire, in view of the growth of great and powerfy! 
economic organizations and the increasing severity of the business cycle, js 
no longer a real contender. This raises two underlying problems: First. 
whether the socio-capitalist state is inevitably moving by degrees toward 
full socialism; and second, whether democracy is compatible with the pre. 
ponderance of power which government must wield in a socialist system, 
The author concludes that further extensions of economic collectivism need 
not endanger the democratic system, and, if approved by the majority, 
need not be regarded as a perilous advance on “the road to serfdom.” 
Democracy, says Professor MaclIver, is clearly compatible with some degree 
of collectivism, for there is a sizable amount of it in all states at all times, 

At this point, however, he draws a sharp distinction between mere ex- 
tension of the range of collectivism on the one hand and complete socializa- 
tion on the other. The dangers to democracy arising from the latter are two- 
fold. First, the total abolition of private property in the means of produc. 
tion ‘‘would evoke such an embittered resentment in those who suffered 
the final loss of their property rights that they would become an irreconci- 
able opposition” —an intransigent minority which, whether tolerated or 
suppressed, would be a serious threat to democracy. Second, under complete 
economic collectivism, the administrative and executive powers of the 
government would be vastly increased, and the administrative determina- 
tions of a central planning body would be decisive for the well-being of the 
entire community. This the author considers “the more formidable threat 
to the existence of democracy” (p. 357). In a mixed economy there is no 
monopoly of power such as the socialist economy necessarily entails. “In 
the mixed economy every man’s livelihood and his economic position is 1 
in the last resort dependent on the action of government. There are re- 
sistance points at which in the relative independence of their economic pos- 
tion men and groups can take a stand against the encroachments of politica 
power. In the socialist economy only the effectiveness of public opinior 
can curb the excesses of government” (p. 357). 

If the problem of maintaining the public opinion safeguards could be 
effectiv ely solved, the danger would disappear. But the very concentratio 
of power in the government, thinks the author, will make it harder to ho 
the cultural liberties that are the mainstay of democracy and the chiet 
bulwark against ty ranny. His conclusion is not that democracy woul 
it impossible to survive under a system of complete collectivization 
rather that the evolution of democratic processes still has a long way 0 


7 
tr 
wal 
spe 
con 
Gils 
nan 
mel 
1€07T 
for 
idl, 
OI 
+; 
all 
T) 
Vid 
the 
LUC 
me? 
ces 
inf 
ALLA 
ste 
+} 
am 
D 
J. 
car 
Vi > 
Ci 
CCO 
UVC 
Dol 
ern 
Wai 
the 
Ma 
+} 
tue 
cer 
int 
Alt 


BOOK REVIEWS 959 


go before it would be wise to “admit the marriage of the two without the 
inent peril of a divorce of a kind that would leave collectivism in sole 
908s session of the national home” (p. 358). Since the major objectives can 
hieved under a mixed economy through economic planning, govern- 

mental regulation and the nationalization of such specific areas as call for 
this type of treatment, “it would seem more reasonable to proceed in this 

ay than to stake the great tradition of democratic liberty on the entirely 
speculative trust that it could be safeguarded within a new order that 
confers on government so complete a monopoly of power” (p. 359). 

The basic message of the book for those who are concerned with the prob- 
ems of broad political-economic policy today seems to this reader to be 
along the following lines: (1) It is impossible to separate economic and 
political considerations from each other or from the multifarious other 
facets of man’s life in society; (2) while the role of government in our eco- 
nomic life is increasing and must increase, we need to remember that govern- 
ment is not the whole of society and that important values are placed in 
jeopardy if the extension of governmental authority proceeds too fast or too 
far: (3) there are, however, no absolute or inherent limits to the possibility 
of reconciling economic collectivism with political democracy, with the 
actual resolution to be sought in terms of the conditions of the time and 
place—and with the recognition that the experience of no other society is 
wholly applicable to our own; and (4) there is, in general, a certain danger in 
the habit of thinking of the state as the answer to all problems. ‘‘Govern- 
ment is always a difficult and often a baffling task. It is never wholly suc- 
cessful. . . it can reasonably prosecute its proper tasks only when it enters 
into cooperative relations with many other agencies of the community, in- 
stead of vainly trying to absorb them all. And it must in so doing realize 
that many matters of primary importance to human welfare are not directly 

amenable to its methods of control and should not be subjected to them” 
(p. 440). 

The book, in short, is a thorough, careful and sincere effort to reassess 
some of these basic problems of our time in the broader setting of the nature 
of societies and human relationships as a whole. If its ultimate impact is to 
enjoin caution on behalf of the more valuable elements of our political and 
economic heritage, it is conservative only in the best sense of that term. It 
does not equate the best political or economic structure with the status quo, 
either conceptually or in terms of practical objectives. It strives only to 
point out the factors which must be taken into account in the effort of mod- 
ern man to fashion of his society and his government instruments which 
will meet the imperatives of today’s world without jettisoning in the process 
the freedoms inseparable from political democracy. A study of Professor 
Maclver’s insights, suggestions and conclusions will be highly valuable for 
all those who concern themselves with these problems—whether they call 
themselves economists, political scientists, historians, sociologists, or stu- 
dents of any other of the social “disciplines” whose inevitably interlocking 
interests this volume so cogently demonstrates. 

VINCENT M. BARNETT, JR. 


Williams College 
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Towards World Prosperity: through Industrial and Agricultural Developmen; 
and Expansion. Edited by Morpecar Ezexier. (New York ang 
London: Harper. 1947. Pp. xiv, 455. $3.00.) 


“Though the needs of peace are large,” concludes Mordecai Ezekiel 9, 
the last page of this symposium which he has edited, “‘they are small com. 
pared to the needs of war. The United States alone has spent on each major 
war ten times as much as on the preceding war—3 billions on the Civil War. 
32 billions on World War I, and now 325 billions on World War II... 
Compared to what we have spent to win the war, and what another world 
war might cost us, our plans for investment in the peace seem puny indeed,” 

In introductory and concluding chapters the editor sketches the econ. 
omic effects of the war in world perspective and develops an argument for 
world-wide industrialization and economic expansion. The bulk of the book 
consists of nineteen chapters on separate countries or groups of countries jy 
every part of the globe—Western Europe, defeated Central Europe, Eastern 
Europe and the Soviet Union, the Mediterranean Basin, Asia, the Southern 
Hemisphere dominions, and the Americas. It is, of course, impossible to 
avoid the standard cliché for a work of this sort: the contributions are of 
very uneven quality. All give a reasonably good summary of the war’s im- 
pact on the economies of the countries dealt with. Some discuss economic 
prospects largely in terms of current situations and plans at the time the 
chapter was written, without probing very deeply into fundamental prob- 
lems. Where this is the case, as in the chapters on China and India, rapid 
political developments have already in some instances seriously outdated 
the material in the interval required for editing, publishing, and getting it 
under the eyes of a somewhat procrastinating reviewer. For example, on 
China: “As war expenditures are terminated and as the products of Chinese 
industry become increasingly available for domestic consumption and ex- 
port, the wartime inflationary gap will diminish and inflation should cease 
to be such an unmanageable problem” (p. 290). 

Other contributions manage to convey an appreciation of the deep-lying 
factors in the economic position of the area treated, even while discussing 
the current outlook, and such chapters offer more of lasting value. For ex- 
ample, among the chapters that interested me most are “Australia,” by E 
Ronald Walker, with its illuminating comments on the development oi 
secondary industries, protectionism, the role of government, and the Aus- 
tralian version of the full-employment thesis; Mexico,” by Sanford A. 
Mosk, in which a definite critique of the government’s industrialization 
policy is advanced, pointing to the danger that the internal market may be 
unable to support industrialization at current and prospective rates of ex- 
pansion unless it is made more selective, with more emphasis on highway 
and power development and on an agricultural program to increase the 
buying power of farmers; and “Modernization of Industry in Britain,” 1 
which E. M. H. Lloyd diagnoses the economic ills that have subsequent!y 
come so acutely to public notice and considers the central problem of i- 
creasing productive efficiency. Incidentally, a reading of this essay, written 
just as the Labor government was taking over, should be a good antidote to 
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the superficial view that Britain’s economic woes have been caused by 
“socialism.” 

The introductory chapters in which Mordecai Ezekiel provides the setting 
for the rest of the volume advance a thesis with which this reviewer wholly 
sympathizes. The great economic task of the years ahead, above and beyond 
the restoration of devastated areas and the further advancement of the 
more highly developed countries, is “to complete the industrial revolution, 
complete it by spreading industrial opportunity throughout the world, 
putting the means and mechanisms of large-volume modern production, 
agricultural and industrial, into the hands of peoples in all countries and 
aiding them to learn to control and use them wisely and effectively” (p. 19). 
As part of the process of raising productivity in the unmodernized regions 
there must be a large-scale shift from agricultural occupations into industry 
and commerce. Ezekiel correctly points out that the construction and 
— of factories is only one phase of the necessary transformation, 

hich also will involve drastic changes in agriculture and must include 
aoaitend social changes to match industrial development, if the result is to 
be a real improvement in levels of living. 

The undeveloped areas in greatest need of industrialization, says Ezekiel, 
are Eastern Europe, the Near and Middle East, China, India, Central and 
South America, and Mexico. Some one and one-haif billion people, about 
three-fourths of the population of the world, live in these areas. At present 
an estimated 60 per cent of the working population in these countries are 
engaged in agriculture. If the percentage in non-agricultural employment 
were to increase from 40 to 55 this would mean a shift into non-farm em- 
ployment of 60,000,000 people, about as many workers as are in the total 
present labor force of the United States. This is suggested as a sort of target 
for the first postwar decade. The capital needed for equipment, figuring 
roughly $1,000 per worker, comes out at $60 billion. Ezekiel also gives an- 
other estimate of $50 billion for the investment needs of these areas in the 
first postwar decade, arrived at by adding separate estimates obtained from 
experts of different countries at the Bretton Woods conference. About $30 
to $35 billions, he continues, would probably have to come from the indus- 
trialized nations in the form of capital goods, possibly half from the United 
States and the balance from England, France, and perhaps eventually even 
from German industry. The share of the needed investment to be provided 
by the undeveloped countries internally might total $25 to $30 billions. 
U. S. equipment exports for industrialization might run $2 billion to $3 
billion a year, which is considerably higher than prewar but nothing like 
the rate of wartime shipment. “‘In fact, the rate of U. S. shipments of fight- 
ing stuff at the 1944 peak could provide the materials to industrialize all the 
backward nations of all the world in a single year—if its composition could be 
magically changed ... ” and if it could be assimilated that rapidly. 

The timing envisaged in this sketch of “Industrial Possibilities Ahead” 
seems to me to err on the side of expecting too much in the first decade after 
the war. One reason appears to be that, like many other discussions of econ- 
omic modernization in “backward” countries, this one is focussed too 
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sharply on the capital and equipment side of the problem. Bringing the 
industrial revolution to undeveloped countries of dense population—and the 
greatest part of the unfinished business of the industrial revolution is jp 
densely settled countries—is mainly a massive problem in human education 
and social adjustment. Capital and equipment are important, but the limit. 
ing factor in their fruitful employment is likely to be the speed with which 
changes can take place “in the minds of men” (to quote the UNESCO 
charter). From this point of view, it would be better to measure the size of 
the task of economic modernization in terms of the number of persons that 
have to be trained up to various levels of technical and administrative skij| 
and the speed that can be made in that job, rather than in terms of the 
number of billions of dollars of capital equipment which has to be installed, 
And, of course, technical training is only part of the problem of economic 
modernization on the human side. 

As indicated above, the chapters on individual countries are in some re. 
spects bound to become outdated rather soon. Nevertheless, they do provide 
a handy background survey of wartime changes and immediate postwar 
situations. When used in conjunction with more recent’ data, the book asa 
whole should be useful to economists in interpreting problems now before 
the American people, especially proposals for cooperation in world economic 
reconstruction and development now being debated under the head of “the 
Marshall plan.” 

EUGENE STALEY 

San Francisco, California 


Au-dela du Capitalisme. By PIERRE DIETERLEN. (Paris: Presses Univ. de 
France. 1946. Pp. 458. 500 fr.) 


Beyond capitalism is capital; and beyond mercantilism and classical 
economic doctrine there must be a “‘common denominator” which, “‘resoly- 
ing their antimony,” will provide a formula applicable to all economic 
societies. The first two parts of this book are an effort to find the formula. 
While in many respects incomplete, the theory as developed is original and 
provocative. 

Capital, according to the author, is created “by consenting to the use of a 
present service in exchange for the prospect of a future service.” Time 
elapses between supply, or loan, and compensation. Capital, being “in the 
last analysis nothing more than non-instantaneous exchange, the theory oi 
capital is nothing more than a theory of non-instantaneous exchanges” 
(p. 22). By analyzing exchanges into three time-phases, initial, intermediate 
and terminal, the author moves without loss of continuity from static 
economics to the dynamics of disequilibrium, and, because financial data 
permit combination and summation of individual situations, from the “ec- 
onomic microcosm” of the firm to the global “economic macrocosm.” __ 

Financial disequilibrium exists in the intermediate phase of exchange 0 
which we live and work, and is roughly measured by the volume of debt. 
Money is not, as Mill thought, neutral, but the source of disequilibrium. 1n 
the fina] phase—the very long run, when capital has not only been created, 
but also used up, completely amortized—equilibrium is, or would be re-estab- 
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lished, by the extinction of debt, by repayment if the capital was used pro- 
ductively, or, if it was used unproductively, by destruction of values. Thus 
in the very long run, price equals cost, and Walras’ equations hold true. 

With his eye particularly on the experience of France in the period 
between the two world wars, the author analyzes the factors which lead to 
economic collapse. The “breaking point” is reached when the excess of debt 
above what can be repaid) attains such magnitude that it encompasses the 
entire economy, “an hypothesis which, twenty years ago, would have 
seemed absurd.” This unhappy evolution is explained by the following five 
factors, or ‘‘conclusions,” which the author draws from the preceding an- 
alysis (pp. 115-16): (1) the factors which cause financial disequilibrium tend 
toward its indefinite increase; (2) financial disequilibruim generates succes- 
sive rises and falls of prices; (3) the fall of prices determines the breaking 
point; (4) only productivity operates to prevent “this triple consequence” ; 
(5) “The fact that the breaking point is reached is proof of the predomi- 
nance of unproductive markets.” 

Productivity then is the key to the economic puzzle. Productivity, which 
is not the same as profitability, is the “ability to create a product which can 
find a market” (p. 88). Capital is used productively only if its products or 
services are, (1) effectively created, and (2) find a market or sale, which 
replaces the original value of the capital. A ‘‘normal,” or healthy economy, 
is distinguished from a “crisis” economy by the predominance in the former 
of productive markets “which permit a spontaneous and quasi-continuous 
reabsorption of creative indebtedness,” and in the latter of unproductive 
markets (p. 135). Even in a normal economy there are unproductive uses of 
capital, and therefore ‘“‘moments of monetary tension”’; but if unproductive 
markets do not predominate, the purging is effected without unleashing the 
crisis in full extent. Meanwhile the size of the public debt and its growth, in 
such a country as France, give an approximate idea of the extent of financial 
disequilibrium. 

At the “breaking point,” irrecoverable indebtedness is eliminated ‘‘more 
or less brutally.” Devaluation is a purge “without pain’’; but, while it cures 
momentarily the disequilibrium of the financial “superstructure,” it leaves 
the economic base as unproductive as it was before the crisis (pp. 127-28). 

In Part II, Dieterlen is concerned with the relation of capital to other 
phases of economic life, particularly savings, credit and profit. The profit of 
capital is the value of the product, over the entire life of the capital, minus 
all costs of production including the subsistence of the owners of the capital. 
“The cost of capital, in the sense in which it is here understood, is the in- 
come which the capitalist requires to provide his subsistence and without 
which he would be forced to disinvest this capital” (p. 230). Considering 
“global” aggregates, the author postulates a “fourfold equality of credit, 
investment, profit and consumption,” a “‘tautology”’ wherein, “beyond the 


instantaneous equilibrium of the statics of Walras, dynamic equilibrium is 
ultimately attained” (pp. 268-69). 

In the third part of the book, the author discusses the “Transformation 
of Capitalism,” its “uncertainty, disorder, weakness” in the present ‘Period 
of Anxiety.” 
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The two poles of economic organization are pure competition and inte. 
gral planning. Liberal capitalism depends on perfect competition and th 
discipline of the market. But changing modes of production—in particu; 
the extension of markets beyond “‘the stature of man’’—determine changes 
in economic organization; specifically the increasing intervention of the 
state. “‘The economic role of the State grows because the number of eco. 
nomic operations which are not directly profitable, but none the less indjs. 
pensable multiplies .... To deny this is to state that the problems of §. 
nancing in a world which is lighted by systems of electricity representing 
investments of billions are the same as the problems of financing in the day 
of candles” (p. 351). 

After the transformation of markets and the state, Dieterlen considers 
the “transformation of man,” more specifically the capitalist. The possessor 
of capital today seeks security, the preservation of his capital, whereas he 
once in the pursuit of profit creatively accepted risks. Thus the function oj 
production devolves largely upon the state, while individual enterprise js 
relegated to the interstices of economic life. Capitalism in short, as we knew 
it, is dead; but the existence of capital is not dependent on capitalism. 

There is a distinct dichotomy between the first two parts of the book and 
the final part. The author says that the earlier parts are a “basis” for the 
final part, but may be omitted by the reader who is “hurried,” or repelled by 
their “dryness.” Are they, then, a basis or rather an appendix to the main 
theme of the book, where the author boldly emerges from his ivory tower to 
“think with his heart’’? 

In his introduction, Dieterlen denies either apologetic or pejorative pur- 
poses. He points out that Keynes, though one of the first to recognize that 
the age of (economic) liberalism was past, thought in a climate which was 
specifically British, ‘‘destined within a brief period to be profoundly 
changed” (pp. 8-9). In not dissimilar manner, the author’s own thought is, 
in this reviewer’s opinion, colored by the political and economic climate oi 
France between the wars; of a time and place, that is, where capitalism, 
beaten by the storm of one war, cowered apprehensively before the oncom- 
ing greater fury. The mood of the book is nostalgic, and the author’s thought 
heavy with the conviction that capitalism really is dead. 

It is not possible to disagree with the author’s claim that, in his search 
for a ‘‘pragmatic of disequilibrium,” he has studied the history of the last 
decades. In fact he is overwhelmingly influenced by the experience of France 
in the years 1920 to 1940; and his discussion in Part III, for all its spirit o! 
compromise between “integral planning” and vestigial individualism, is, | 
think, essentially exhortation and prognostication; to which the analysis o! 
the earlier sections appears to be a posteriori foundation for conclusions 
formed when the author was “thinking with his heart.” This judgment 's 
intended in no way to deny the interest or value of the theories developed in 
the earlier chapters. . 

In view of the extended horizons of the author’s theoretical and practica 
conclusions, it seems meaningless to quarrel with minor errors, as for 10- 
stance the statement that, under perfect competition, the sale of a product, 
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bf produced without use of credit at reduced cost, will exercise no influence 


on prices or on the total quantity sold (p. 237), or that ‘“‘the bourgeoisie is a 
specifically European phenomenon, .... There is, speaking exactly, no 
pourgeois in the United States” (p. 310, footnote). 

More objectionable is the basic if perhaps unconscious assumption of the 
author of the ineluctability of historical, including economic, development. 

Finally 1 would take exception to the author’s definition of “economic 
liberty.” Economic liberty, he says, consists “in the deepest sense of the 
term,” not so much in juridical rights of property as in the “liberation from 
material servitudes. ... From the point of view solely of economics, from 
which we should view this, the essential is not the right of property, but... 
the power to enjoy it. What counts is that men consume... . I am more or 
less free according, as I.earn my daily bread more or less painfully” (pp. 
444-47). 

It is easy to understand that in a France and in a Europe which is hungry, 
the question: whence my daily bread? is vastly more urgent than the tradi- 
tional problems of the individual versus the state. But that still does not 
mean that that man is free who has enough to eat. There is still a birthright 
of liberty, particularly in the classic land of its pronouncement, and a mess 
of pottage. Whatever its merit, however, the author’s concept of liberty, as 
well as his deterministic view of history and his opinion that capitalism has 
lived its day are all evidence of a deep conviction which gives this book its 
vigorous—and polemic—flavor. 

C. W. EFrrRoyMSON 


Butler University 


National Income and Product; Income Distribution; 
Consumption Statistics 


America’s Needs and Resources. A Twentieth Century Fund Survey. By J. 
FREDERIC DEWHURST and associates. (New York: Twentieth Century 
Fund. 1947. Pp. xxviii, 812. $5.00.) 


It is a familiar parlor pastime to concoct fantastic animal pictures by 
using a head drawn by one person, a body independently drawn by another, 
legs by another, and so on. Multipie authorship of books all too often yields 
a similar product. When the book has the length and scope of the one here 
under review, integration taxes the capacity and tact of any one individual. 
Dr. Dewhurst’s success in this connection is attested by the fact that this 
volume, embodying the direct contributions of nearly fifty persons over 
three years’ time, gives the impression of having been conceived and 
written by a single author. The style is uniform, the central purpose clear 
and the structure of statistical estimates fits together in an intricate but 
mainly consistent whole. 

The survey is built around a forecast of possible production and consump- 
tion patterns for the United States in 1950 and 1960. Several distinctive 
features, however, give it a special place among the many “predictions,” 
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“goals,” and ‘‘models” which have been developed in the past few years 

The Twentieth Century Fund study is not primarily an attempt to Sauge 
the maximum possible output of our resources under high-pressure cond. 
tions like those of 1941-45 or under really full employment. Consequently 
its estimates are lower than some others which have been based on “capac. 
ity” output. On the other hand, the present study gives more than a pro. 
jection of the trend of performance of a chronically under-utilized economy. 
Its results, consequently, come out higher than estimates based on an ayer. 
aging of prosperity and depression according to past experience. The ap. 
proach here, in the words of the survey itseif, is “to assume a level of employ. 
ment and economic activity comparable to the high plateau actually 
maintained through the late 1920’s.”” Those who are skeptical concerning 
our ability to match the performance of the Coolidge era in terms of utili 
zation of resources are warned not to regard the Twentieth Fund figures as 
forecasts. 

Impressive statistical detail is another distinctive feature, to which it js 
difficult to do justice in a brief review. In addition to estimates of popula- 
tion, labor force, employment, working hours, productivity, savings, and 
overall spending by individuals, business, and governments, separate 
figures are given for 1950 and 1960 for subcategories of current consumption 
expenditures, public and private capital expenditures, general government 
expenditure, and international payment items. Nearly ninety different 
subcategories of consumer expenditure alone are estimated. Estimates are 
shown generally both in current dollars and in deflated form, with data for 
earlier years through 1944 presented for comparison. 

The most noteworthy feature of the study is its ambitious attempt to 
compare “demand” (expected expenditure under the indicated assumptions) 
with “needs,” As the title indicates, a primary aim of the study is to find 
out how close we may come in 1950 and 1960 to the provision of adequate 
consumption standards for all. Finally, the survey examines the possible 
limits of further expansion of output under emergency conditions. 

The principal findings of the study are worth summarizing here. Popula- 
tion and the labor force will continue to expand, but at a diminishing rate, 
through 1960. Since only 5 per cent unemployment is assumed for 1950 and 
1960, the number of people at work in those years will be 122 and 128 per 
cent, respectively, of 1940 employment. Continued shortening of the work- 
ing week, however, will mean that the annual input of man-hours in 1950 
will be only 15 per cent greater than in 1940. In 1960 it will be even less than 
in 1950. 

The greatest uncertainty attaches to the estimate of future trends in 
output per man-hour. The survey assumes that productivity will rise at the 
rate of 18 per cent per decade in the 1940’s and the 1950’s. This is simply 
the average rate of increase over the period 1850-1940, and was considerably 

exceeded in the 1920’s and the 1930’s. On this perhaps conservative basis, 
national income in real terms will surpass the 1940 level by 37 per cent m 
1950 and 57 per cent in 1960. Real consumer expenditures will exceed 
those of 1940 by 34 per cent in 1950 and by 55 per cent in 1960; total capita 
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expenditures and nearly all categories of government spending will increase 
at a more rapid rate still. By 1950, public spending by all levels of govern- 
ment will be at twice the 1940 rate after adjustment for price changes. 

Estimated consumer expenditure is broken down into categories in 
accordance with past trends and relationships of parts to the whole. Growth 
will be most rapid in expenditures for recreation, household equipment and 
operation, and consumer transportation; while religion and private social 
welfare, housing and utilities, private education, and medical, insurance and 
death expenses will increase least rapidly. 

All major categories of public expenditure are expected to be considerably 
above prewar levels with the exception of welfare payments; the anticipated 
decrease there will be more than offset by increased social insurance out- 
lays. 

‘In estimating capital expenditures, the investigators have assumed the 
persistence of a long-term downward trend in the ratio of aggregate capital 
outlays to gross national product. This ratio is assumed to be 16 per cent in 
1950 and 1960, which is below the ratio of the 1920’s but above that of either 
the 1930’s or the year 1940. Total capital expenditures are assumed to show 
a functional breakdown similar to that of 1929 (65 per cent in productive 
facilities, 26 per cent in consumer construction, and 9 per cent in develop- 
mental works), but a much larger proportion of the total will represent 
public investment. 

The balance of international payments assumed for 1950 and 1960 in- 
volves net credits on account of merchandise trade, interest and dividend 
receipts, and shipping and freight charges, balanced by net capital outflow 
at the rate of over a billion 1940 dollars per year plus travel expenditures, 
remittances, and contributions. It is pointed out that increased exports and 
inflow of returns on past investments will require increased imports, but the 
survey does not expect an “unfavorable” merchandise balance of trade. 
Continued net investment abroad, plus increasing net expenditures on 
foreign travel, are expected to provide the rest of the world with the 
dollars necessary to buy our excess of merchandise exports. 

For each category of consumer expenditure, minimum standards of need 
based on the judgment of recognized specialists in the field have been used. 
The estimated deficiency of “demand” below needs is the amount that 
would be required to bring all substandard consumer units up to the mini- 
mum standard, while leaving unchanged the consumption of those above 
the minimum. 

This gauging of needs is naturally the least objective and most contro- 
versial part of the analysis. As the survey states, “a ‘minimum standard of 
living’ in the twentieth-century world is a social concept rather than a 
physiological one.” In a number of expenditure categories such as liquor and 
tobacco, jewelry and personal care, domestic service, financial and legal 
expenses, informal education, contributions to political organizations and 
foundations, consumer transportation, gas and water, and remittances 
— ’ attempt has been made to distinguish between effective demand 
and needs. 


years, 
Sauge 
ondi- 
ently 
apac- 
pro- 
omy, 
aver. 
e ap- 
ploy. 
ually 
ning 
utili- 
eS as 
It is 
ula- 
and 
irate 
1€nt 
rent 
are 
L lor 
t to 
ns) 
find 
late 
ible 
la- 
ate, 
nd 
per 
TK- 
50 
1an 
he 
aly 
is, 

in 
ed 

al 


968 THE AMERICAN ECONOMIC REVIEW 


In absolute magnitude the largest prospective deficiencies are found jp 
food, housing and health expenditures. Household equipment and operatig, 
and clothing show considerably smaller deficiencies. Between 1950 ang 
1960, the food consumption deficiency will be reduced from 5.5 to 38 
billion 1940 dollars and the housing deficiency (ascribed in large part to the 
lag in construction during the War) will fall from 2.9 to 1.6 billion. 

The survey makes the assumption that the percentage deficiency jp 
productive facilities as a whole is the same as the percentage deficiency jp 
finished consumer goods as a whole. This is equivalent to assuming that any 
program of boosting the expected 1950 or 1960 production to meet needs 
more fully could not reckon on any further improvement in utilization of 
productive capacity. 

Estimated real gross national product in 1950 would have to be increased 
by 13 per cent to meet minimum needs, but by 1960 the deficiency will have 
narrowed to 8 per cent. This calculation assumes, of course, a fixed concept 
of “‘minimum needs” though as income rises it is to be expected that our 
ideas of what constitutes an adequate minimum standard will also be 
revised upward. 

The study addresses itself further to the question of how much output 
might be increased over the expected levels under emergency conditions, 
Here the experience of 1940—44 is relevant, and is examined in detail. In 
those four years the national product was doubled; but this did not reflect 
any increase in man-hour productivity at all. After allowance is made for 
price changes, the real increase was only about 55 per cent, which is fully 
accounted for by increased employment and longer working hours. The 
expected 1950 gross national product of 134 billion 1940 dollars under “nor- 
mal” conditions could be expanded in an emergency to 182 billions by in- 
creased labor-force participation, by cutting unemployment to 1 per cent, 
and by lengthening the working week from 40.8 to 47 hours. Such a level of 
gross national product far exceeds the wartime peak and also the total of 
1950 “‘needs.”” Presumably, however, it could be attained only by stringent 
controls of the wartime type, and if a large part of the product were for 
military use it might not suffice to bring civilian consumption up to the 
minimum for all groups. 

The only way in which the goal of minimum needs might be attained 
under “normal” peacetime conditions, then, is through a more rapid ad- 
vance in productivity. If output per man-hour were to rise not merely 18 
per cent per decade, but about 30 per cent per decade—which it did in the 
period 1920-40—our output of goods and services in 1950 would be large 
enough to reach the goal. It would still be necessary, however, to direct all 
the additional output into the proper forms and to see that none of it got 
into the hands of consumer groups already at or above minimum levels. 

One may expect that this book, or at any rate its summary and conclu- 
sions, will reach a wide audience. This justifies the emphasis it places upon 
certain basic findings and interpretations which will have less novelty for 
professional economists than for the general public. Few of the former group 
will be startled to hear that the national output increased by 27 times 
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id in between 1850 and 1944; that productivity remained stationary during the 


ation War while total output rose in proportion to a large increase in man-hour 
and input; that the leading factor in our greatly increased productivity over the 
» 38 long run has been the harnessing of more and more energy from mineral 
> the sources; that shorter hours go hand in hand with higher income; that over 

the long run “it is only through technological disemployment that material 
y progress is possible”; or that increased exports must be balanced by in- 


Mes creased imports, more investment abroad, or more foreign travel expendi- 


ture. 

eeds The professional reader, whether interested in the operations of the 

n of economy as a whole or in the prospects of some particular industry or sec- 
tor, will find this volume an invaluable reference book. The 225 tables in the 

ased text, and the 32 technical appendices elucidating such points as the con- 

have struction of a deflating index for government expenditures, provide an 

— extraordinarily comprehensive and well-indexed compilation of basic 


ad economic data and estimates from 1850 to 1960. 

> be Even this survey does not, of course, cover everything. There is little or 
no discussion of appropriate measures for maintaining the 95 per cent 
tput employment which is assumed, and no detailed analysis of the relation of 
om. investment or fiscal policy to aggregate income. Nor is it explained how 
. dn increases in aggregate output may best be directed into the correct forms of 
ect output and to the correct consumer groups for economical fulfilment of the 
for “minimum needs” goal. The Leontief system of inter-industry input-output 
ully relations is not used to build up estimates of the production of intermediate 
The products; in fact, so far as this reviewer could discover, that technique is 
al not even mentioned. These omissions, however, are cited not by way of 
— criticism but to indicate more clearly to the reader the boundaries of the 
eat, survey’s Coverage. 

| a Critical comment is in order, however, on the survey’s account of the 
I of way in which the elaborate interlocking patterns of the 1950-1960 high- 
pat employment economy were built up. As one traces the methods, it is clear 
for that the initial set of estimates of consumer, business, and government 
the expenditure could not have yielded (unless by sheer coincidence) a total 
consistent with the initially assumed levels of income, output and em- 
ployment. There must have been a discrepancy one way or the other, 
which was then closed by revising some of the initial estimates. Other 
builders of full-employment models (for example the National Planning 
Association and the Bureau of Labor Statistics) have generally closed their 


ned 
ad- 
18 
the 


pc gaps in full view of the spectators, and have even presented a choice be- 
» tween adjustment by higher investment or adjustment by increased con- 
" sumer spending. The Twentieth Century Fund study, by glossing over the 


whole procedure, will mislead many readers. The sophisticated reader will 
naturally wonder which of the stated projections of expenditures, invest- 
ment, productivity and so on have been “forced” into consistency, and how 
great departures from the initial projections of past relations were entailed. 

Further problems of internal consistency are involved in the projections 
of rates of output in selected industries, presented in the chapter on 
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“Industrial Capacity.” These estimates give the impression of an after. 
thought, and no attempt has been made to reconcile them with the rest of 
the statistical structure or with one another. At separate points in the 
volume, for example, one finds future estimates of (a) domestic expenditure; 
for electricity, (b) total electricity output, and (c) plant and equipment out. 
lays by electric utilities. Each is quite independent. Further, in the tab 
on page 636, it is surprising to find steel production slated for a smaller 
increase of output over 1940 than any of the listed industries which account 
for significant proportions of steel consumption. Many such apparent jp. 
consistencies appear without comment. In the absence of any explicit 
recognition of inter-industry output relations, and relations between invest. 
ment outlays and capacities, it might have been better to omit the projec- 
tions of industry outputs altogether. 

EpGaR M. Hoover 

Washington, D. C. 


National Income: A Summary of Findings. By StMoN Kuznets. (New York: 
Nat. Bur. of Econ. Research. 1946. Pp. 144. $1.50.) 


Simon Kuznets, one of his associates has said, is an extremely impatient 
man—impatient at the detailed statistical grubbing which has necessarily 
been a part of his pioneer work in preparing national income estimates: 
impatient to be at the job of analysis. If so, he must have greatly enjoyed 
writing National Income: A Summary of Findings. 

In this slender volume Kuznets presents statistical crystals precipitated 
from the national income data developed by the National Bureau of Eco- 
nomic Research during its existence, and from National Industrial Confer- 
ence Board data, Federal income tax returns, and the income distribution 
studies of the National Resources Committee. He manipulates his crystals 
ingeniously to reveal new relationships, and speculates on the meaning of 
the patterns he portrays. 

Part I, “Structure, 1919-1938,” deals mainly with the distribution of 
income. For example, table and text analyze the percentage distribution of 
total income payments and of each type of income payment between the 
upper 1 per cent and the upper 5 per cent of income recipients (based on 
federal income tax returns) and the lower 95 per cent. Again, table and text 
discuss the percentage distribution among types of income of the total 
income originating in each of four broad industry groups: those composed 
predominantly of unincorporated firms, of private corporations, of sem- 
public corporations, and of public enterprises. The distributions differ 
significantly; Mr. Kuznets speculates concerning the reasons for the difier- 
ences. 

Unfortunately, in each of these two analyses, the distribution presented 
is the average for the twenty-year period 1919-38. Such averages may 
conceal significant characteristics of prosperity on the one hand and de- 
pression on the other, and it is difficult to know what the hybrid average 's 
representative of. Yet the analysis as presented is of considerable value. 

The final sections of the chapter study the complex of factors influencing 
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the 1934-36 distribution of income between families—a complex “made up 
of regional, community-size, occupational, industrial, and noneconomic 
race, nativity, etc.) group differences.” 

' Perhaps the most striking feature of Part II, ‘(Long Term Changes, 1869- 
1038,” is a breakdown of the increase in real national income from 1869 to 
{938 into parts attributed to increase in employment, to shifts from low- 
to high-output industries, and to intra-industry increases in productivity. 
The method used in deriving the breakdown is ingenious, but possibly 
biased, and certainly subject to a considerable margin of error. On the basis 
f this analysis, Mr. Kuznets concludes that there is a declining secular 
trend in the rate of increase in productivity, and that the rate of increase in 
productivity as well as in output fluctuated in three distinct cycles between 
1869 and 1938. Mr. Kuznets’ data are for overlapping decades, the source 
materials being too crude for annual averages. According to those data, 
productivity increased at an extremely rapid rate during the twenty years 
following the Civil War. The rate of increase then fell, and remained low for 
a decade or somewhat more, rose to a new but lower plateau at and follow- 
ing the turn of the century, fell again, remained low during the decade 1910- 
20, rose after World War I to a plateau lower than either of the two earlier 
ones, and fell again in the 1930’s. Through the data for 1869-1928 (ignoring 
the 1930’s), Mr. Kuznets draws a declining trend line. 

The last statistical section, Part III, lays bare the anatomy, as Mr. 
Kuznets sees it, of the five cycles in business activity which occurred be- 
tween 1919 and 1938. Illustrative of the material presented are analyses of 
the secular trend in the amplitude of the cyclical swings, and analyses of the 
differences in amplitude among industries, among types of payment, and 
among upper--and lower-income groups. Cyclical changes in the share of 
income going to upper-income groups, Mr. Kuznets concludes, are due to 
changes over cycles both in the relative size of various types of income, and 
in higher-income groups’ share of a given type of payments. 

Part IV discusses basic assumptions underlying national income esti- 
mates, and suggests the directions in which future work must move. Under 
the former rubric, it analyzes penetratingly the general distinction between 
net and gross in income measurement; discusses specifically the use of 
national income versus that of gross national product; explains why national 
income is not an unqualified measure of welfare; and summarizes the con- 
ceptual barriers to comparisons of real income over time, over space, and 
among industries. 

My references to the scope of the book are illustrative, not exhaustive. 
Yet so concise is the presentation that the text, including tables and index, 
occupies only 144 small pages. Occasionally, though not so frequently as in 
Mr. Kuznets’ earlier works, the conciseness is purchased at the price of easy 
reading: the phrasing is sometimes too elliptical to be easily understood. 

To the economist well acquainted with national income data, this small 
Volume will give new insights. To the economist with an analytical bent of 
mind, and with a general knowledge of national income concepts but with- 
out detailed acquaintance with the data, the volume will give a stimulating 
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introduction to the field. But the latter reader should be warned not t, 
accept on faith the conclusions presented. In my judgment the concepts 
used are not always those best suited to the analysis, and some of the cop. 
clusions are no more consistent with the data than are alternative ang 
sharply differing hypotheses. ; 

One example, among several, of a concept ill-conceived for the purpose a 
hand is the definition of consumer purchases of goods and services as jp. 
cluding services purchased from the government—personal taxes being 
regarded as the purchase price. This is a part of the elegant scheme by which 
Mr. Kuznets forces measurement of the value of government output into 
strict analogy with measurement of the value of private output. But, letting 
this elegance carry him away, he compares the cyclical fluctuation in the 
flow to consumers of services so defined, with the cyclical swings in the flow 
of goods to consumers. Surely such a comparison, which lumps consumer 
purchases of services in the market with consumer tax payments in one 
category, obscures rather than reveals the cyclical behavior. 

Among the more precarious of the conclusions drawn is the one which js 
central in Part II—that since 1869 productivity has increased at a secularly 
declining rate. A slightly altered analysis leads to a significantly different 
conclusion. The average rate of productivity increase in the economi 
system as a whole is always low during depression, because of “private 
boondoggling”—unproductive activities engaged in by individuals with n 
alternative but total unemployment. This accounts for the low rate of pro- 
ductivity increase during the period between about 1883 and 1897. Th: 
increase in productivity from this period to the decade 1900-10 was on); 
in part a secular advance, primarily it was a cyclical phenomenon. To 
eliminate the cyclical effect and estimate the true secular rate of increase, the 
average increase during the four overlapping decades centering on 1889- 
1904 may be calculated. The average increase for this period is found to be 
no greater (strictly speaking, one-tenth of one per cent per year greater) 
than during the 1920’s. Thus absence of any secular decline in the rate of 
productivity increase is suggested. The rate of increase during 1910-20, 
which was not a depressed period, was, however, lower. 

The entire theory of secular decline thus rests upon the spectacular rate 
of growth following the Civil War, and the puzzling and interesting retar 
dation during the decade following 1910. With the evidence reduced to this 
limited basis, the theory which Mr. Kuznets advances with considerable 
confidence, and on which he bases momentous judgments concerning the 
future, should not be dismissed; but it must be regarded as at best a very 
tentative hypothesis. 

A final critical comment: in his discussion of methodology in Part 1V, 
Mr. Kuznets commits one oversight which, in view of his high standards of 
thoroughness, puzzles me. In discussing the use of gross national product 
(as opposed to national income), he completely omits reference to one con- 
sideration which many advocates of the general use of gross national product 
regard as one of its strongest justifications: the belief that while gross n2- 
tional product contains duplication, it provides a better measure of the year- 
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to-vear or decade-to-decade change in true national income than does the 
series called national income. 

Whatever the merit of these and certain other strictures which I would 
advance, they serve to illustrate one of my two basic comments concerning 
the small volume: a number of the analyses and conclusions so brilliantly 
presented are subject to challenge. The other basic comment is that no 
student of national income can afford not to read and study the volume. 

EVERETT E. HAGEN 

Washington, D. C. 


The Industrial Study of Economic Progress. By Hiram S. Davis. (Philadel- 
phia: Univ. of Pennsylvania Press. 1947. Pp. viii. 187. $2.75.) 


Graduate students of economics and their counselors will appreciate this 
manual for the planning of industry studies prepared by the director of the 
justly celebrated Industrial Research Department of the Wharton School. 
Much of the past investigation of individual industries, whether by univer- 
sity or governmental agencies, has been singularly uninspiring. The reader 
of these products constantly finds himself asking ‘So what?” The staff of 
the Wharton School evidently felt the same way. To meet their need Pro- 
fessor Davis has attempted to provide a significant common denominator 
for such studies by this “general statement of the concepts, methods and 
objectives of a systematic study of economic progress” which can be fol- 
lowed in representative industries. 

Basic to the idea of economic progress—although not co-extensive with 
the idea—is the concept of increasing efficiency in the use of scarce resources. 
But which resources: factory labor? all labor? management effort? land? 
capital equipment? savings? mechanical energy? or all of these together? In 
tackling these issues (Chap. IV), Professor Davis criticizes as an oversimpli- 
fication the common use of factory employment or man-hours as the divisor 
of output. He favors the concept of “‘costs at constant prices,” as advanced 
by Copeland, Martin and the Committee on Price Determination of the 
National Bureau of Economic Research (1943). He acknowledges however 
the difficulty of finding adequate price deflators and actually proposes a 
series of multiple ratios of output to each of the distinguishable cost factors. 

At this point appears one of the troubles with this proposal for an over- 
all plan of industry studies. Although the author leads with a general defi- 
nition of economic progress, he follows immediately with the chapter on the 
measurement of efficiency before making any more specific statement of the 
various fruitful purposes of industrial research. Consequently, the very 
wise discussion of measuring efficiency proceeds in somewhat of a vacuum. 

For the purpose of measuring and explaining economy in the use of human 
labor, a ratio of output to man-hours is quite appropriate—as is tacitly 
acknowledged when this ratio is advocated as one of the multiple sets of 
tatios which should be obtained. To some economists, the ratio of output to 
labor input will continue to be the key test of industrial efficiency—with 
appropriate calculation or allowance for the labor embodied in the capital 
equipment used in each productive process. Other economists may be in- 
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terested in the economy of equipment, energy, land or management. By; 
these are all different problems and the industrial researcher cannot escay, 
a choice of objectives. 

Why not solve the whole problem by taking account of all industria) 
costs as they occur? One difficulty, of course, is the fact of fluctuating 
prices. To meet this difficulty, the recommendation is to deflate if you cap, 
A more basic problem is whether labor and non-labor costs ever can be 
equated satisfactorily. The only guide we have is the relative market prices 
for the various instruments of production. Whether these market-price 
ratios really measure the true costs of the factors of production is one of the 
great questions of economics. On the whole, this question is passed over by 
Professor Davis. 

In spite of its preoccupation with an overall measure of efficiency, this 
guide for industry studies should prove extremely valuable to economists, 
It stresses the need for going far beyond mere description—into the expla. 
nation of the conditions of efficiency, the conditions of re-employment of 
released resources, the possibilities of sharing the benefits of increased 
efficiency and the social costs of industrial progress. Anyone who plans to 
undertake a piece of industrial research ought to check his plans against the 
issues raised in this book. While there is no attempt to bring together the 
findings of past studies, the most significant ones are dealt with in the course 
of the discussion and in the excellent selective bibliography. A unique classi- 
fication of representative industries is provided in the appendix, but there 
is no topical index. 

N. ARNOLD TOLLEs 

Cornell University 


Business Cycles and Fluctuations 


Forecasting For Profit—A Technique for Business Management. By Wi1son 
Wricut. (New York: Wiley. 1947. Pp. vi, 169. $2.75.) 


In this book Wilson Wright describes the methods he has used at the 
Armstrong Cork Company in preparing forecasts for company planning. 
“The description is intended to outline the different economic factors which 
should be considered in making forecasts, how information on these factors 
can be organized, where data can be obtained, how forecasts may be de- 
veloped, and how these estimates can be made useful” (p. 9). These clear 
and practical objectives are achieved in a competent and thorough fashion. 
At the same time, the author makes a timely, calm, and disciplined con- 
tribution to the neglected task of applying economic theory to the de- 
velopment of a program of individual firm action for dealing with cyclical 
fluctuations. 

The analysis begins with a discussion of the factors which have made 
economic forecasting more widely used in business, the nature of the fore- 
caster’s tools, a general description of the kinds of forecasts and their appl- 
cation and an examination of the factors determining sales and profits. The 
actual processes of preparing the forecast are introduced in terms of prt- 
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t. But 


paring an “estimate of the economic situation” determining the state of con- 
eSCape 


sumer and producer expectations and the degree of tension or divergence 
from equilibrium (not precisely in the economics principles sense). 

There follows a useful description and analysis of a number of statistical 
series. The sources, organization and application as well as their limitations 
are presented. The coverage of available data is comprehensive and their 
interrelationship well considered. 

The need to think of the probable actions of competitors is indicated and 
methods of doing so are offered. In measuring the effects of inter-industry 
competition, he suggests the correlation of particular product sales with 
some measure of general demand and the projection of regression curves 
fitted to the deviations arranged in chronological order. 

With regard to the business cycle Mr. Wright concludes there is more than 
one kind, there is no rigid periodicity or rhythm, and “the only common mo- 
tivating factor in all business cycles is human expectation which, in turn, is 
aflected by both reason and emotion” (p. 82). He separates the short- and 
long-term cycles. With regard to the former he believes, “On the basis of 
experience, it may be assumed that enough business managers in the econ- 
omy will grow over-optimistic regarding the prospects for their businesses 
over the course of 24 to 36 months of rising activity to produce an appre- 
ciable amount of disequilbrium in the economy, and, during the same period, 
consumers will acquire what they consider to be temporarily adequate stocks 
of commodities” (p. 84). 

He suggests determining an approximate level of equilibrium for a 41- 
month period, determining the degree of tension after an 18- to 24-month 
rise and then looking for events that will precipitate a decline. Related ob- 
servations are made with respect to a rise after a decline. 

In forecasting the long-term cycle—ten to fifteen years—emphasis should 
LSON be placed on “‘the volume of investment in fixed assets by business enter- 
prise and all factors bearing on this matter...” (p. 87). The factors in- 
fluencing the duration and those initiating changes in the direction of the 
movement are considered. 

A chapter unusual in books on business forecasting is one on “‘Cultural 
Dynamics.’’ It is concerned with forecasting changes in government policies 
and legislation, and changes in demand for different types of products 
through analyzing cultural changes. 

In his comments on specific forecasting techniques and devices Mr. 
Wright points out whether they are useful and for what purpose. He cau- 
tions against the use of economic models to prove a point; suggests that 
the person who uses the models should remember “the mathematics em- 
ployed are symbols of the results of human behavior” and if we are to have 
confidence in this device “the mathematical measurements must be derived 
irom a realistic evaluation of how persons performing different economic and 
political functions presumably will act in the situation under consideration” 
\p. 93). He believes ‘‘a majority of the economic models published are 
based on the assumption that either perfect equilibrium or a desired situa- 
tion in the economy will obtain” (p. 94). 
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He believes mechanical forecasting devices have a limited valid life, jp. 
volve a deceptive simplification of theory and are difficult to interpret, 
Mechanical cycles are useful if we do not assume past experience wil! 3). 
ways be repeated at exactly the same intervals. He finds little reason t, 
believe inventory and new order series will be of great importance jy 
forecasting future recoveries and recessions. An examination is made of , 
number of other devices: barometers, security prices, interest rates, an¢ 
solar radiation. A method of forecasting new product profits is presented, 

Special attention is given the problem of price forecasting with emphasis 
on integrating various prices and the money supply. Here again application 
of forecasting to the problem of the particular company is highlighted: the 
author indicates the factors to be considered in forecasting selling prices and 
discusses the consequences of specific price policies; he suggests raw ma. 
terial price forecasts might be made by the purchasing department; and 
points out the importance of equity prices to management. 

Of particular interest to forecasters is Mr. Wright’s list of the factors 
which led him to anticipate the rise in business which began in 1933 and 
decline which began in 1937. Turning points are the heart of the forecasting 
problem and long-term forecasts are needed to tell the importance of short- 
term movements. The author points out things to look for when turns are 
expected. He warns, however, against expecting unwavering accuracy from 
the forecaster. ‘“Turning points in neither the short-term nor the long-term 
future can be forecast exactly and with certainty. About the best perform. 
ance to be expected in this respect is to understand approximately when 
such changes may be anticipated and under what conditions. Yet this 
limited knowledge is invaluable” (p. 128). 

Twovery useful chapters are those concerned with classification of products 
for forecasting purposes and with assembling the sales forecast. The latter 
describes in helpful detail how the forecast may be prepared, analyzed and 
put to work in company operations. In his conclusion Mr. Wright expresses 
his belief that ‘‘The development and use of adequate economic forecasting 
by business enterprise may be expected to become a factor tending to 
stabilize productive activity and employment” (pp. 165-66). 

The economic literature of direct interest to the forecaster embraces 
books concerned with business cycle data and history as well as those which 
deal with relevant economic theory and those describing various tech- 
niques of projection. Mr. Wright’s book is devoted primarily to the appl- 
cation of available data and knowledge to forecasting for a business enter- 
prise. In this field it is a completely competent and highly useful book. It is 
well organized, logical in content and argument and modest in its claims. 

This reviewer agrees with the emphasis on judgment and human motive- 
tion in making forecasts. Every analyst must, of necessity, select or develop 
his own techniques, as well as interpret the significance of the data he uses 
and the factors upon which he believes the greatest weight should be placed. 
In doing this Forecasting for Profit will be helpful. 

This book is encouraging to those economists who have some hope that 
the operation of the economy as a whole may benefit from the efforts 0 
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ife, ip. economists in applying their particular knowledge and experience to the 
erpret problems of the individual firm or business unit. No amount of a priori 
will al. speculation about the overall economic effects of the general application of 


known single company devices can be conclusive. Neither can it take the 


place of an honest and widespread attempt by economists to develop busi- 
ness (as well as governmental) policies for dealing with recurrent economic 
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The Mechanics of Full Production and Full Employment: A Solution to De- 
pressions. By Eucen Berxovits in™collaboration with GrorcE C. 
Arxins. (New York and Chicago: Wilcox and Follett Co. 1946. Pp. 
71. $2.00.) 


This little book presents a plan for returning “‘idle savings”’ to the income 
fow “in such a manner as not to impose a burdensome liability on the 
nation” (p. 11). The plan is offered with the sweeping promise that its 
adoption would free private enterprise of government intervention and 
banish depressions and unemployment forever. 

Full employment during the war is attributed to the government’s bor- 
rowing of “idle savings.” This mechanism of maintaining the circular flow 
of funds, however, according to the authors, “constitutes a continuing heavy 
national burden” because of interest on the created debt. The theoretical 
approach and economic assumptions underlying the plan are sketchily 
presented. Not only is the fundamental problem of causation of “‘idle 
savings” ignored but confidence in federal programs other than spending to 
induce private enterprise to close in whole or in part this gap at full em- 
ployment levels is completely lacking. But because of the widespread belief 
that deflation and unemployment are related to withdrawals from the in- 
come stream a practical plan for discouraging such withdrawals would be 
welcomed by those concerned with the formulation of federal economic 
policy. 

The authors estimate the deflationary gap, “‘idle savings,” in the post- 
conversion period at $16 billion a year (8 per cent of a probable $200 billion 
gross national product). The plan offered for returning this savings to the 
income stream consists of (1) balancing the federal budget, (2) compelling 
financial institutions to use their funds, savings, exclusively for productive 
investment, (3) forcing financial institutions to remit automatically and 
immediately that portion of savings not so utilized to the Federal Invest- 
ment Bank (a proposed new federal government agency directed by an 
independent National Welfare Board), and (4) using these forced loans with- 
out delay to finance “useful projects” and extend credits to foreign coun- 
tries, 

_ While meaningful in overall quantitative economic analyses, “idle sav- 
ings” are difficult to identify and capture. The tools offered for preventing 
inflation appear inadequate in the light of present accumulations and, on the 
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basis of the authors’ estimates of the quantity of new “‘idle savings” to }, 
turned over to the Federal Investment Bank subject to call at any time }y 
the owner. 

It is unrealistic to assume the flexibility called for in a federal works pro. 
gram of upwards of $16 billion administered even by an independent Federa| 
Investment Bank. Those familiar with federal programming realize that, a 
best, time is required to manage a modest public works program. The im. 
plications of these projects, even skillfully chosen, on private enterprise are 
too glibly ignored. The second general compensatory expenditure program 
of the Federal Investment Bank would be to extend credit to foreign coun. 
tries. Yet the criterion set forth of ‘‘reasonable chance of repayment” would 
limit that area as a long-run proposition. 

Finally, if worthy of trial, it appears to the reviewer that compulsory 
interest-free loaning of ‘‘idle savings” to the federal government could more 
practically be achieved through existing instrumentalities than via a new 
legally dubious agency independent of executive and congressional controls, 
This possibility was not considered by the authors. 

G. W. Enstey 

Arlington, Virginia 


Money and Banking; Short-Term Credit 


La Monnaie et la Formation des Prix. By Louts Bauptn. (Paris: Recueil 
Sirey. 1947. 2nd ed. Pp. xi, 672.) 


This book is the first half of the volume on money in the monumental! 
Treatise on Political Economy (Traité d’Economie Politique), on which a 
group of French economists under the direction of H. Truchy, professor at 
the Faculty of Law at Paris, have been working since the early ’thirties. Six 
volumes, including the original edition of the present one, were published 
between 1934 and 1938;! a seventh, by Professor Truchy himself, dealing 
with international economic relations (Les Relations Economiques Inter- 
nationales) is now in the press, and another, by Professor Bousquet from the 
Faculty of Law at Algiers, on the general mechanism of economic phe- 
nomena (Le Mécanisme Général des Faits Economiques), is in preparation. 
The present volume, by Professor Baudin of the Faculty of Law of Paris, is 
the second edition, revised and enlarged, of the contribution published in 
1936. 

The very fact that Professor Baudin’s book, dealing with money and the 
formation of prices, is but the first half of what is to be the volume on money 
(the second half is to cover “monetary systems and manipulation”), makes 
it difficult to review. Moreover, the book consists, as the title suggests, 
of two parts which, because of their conception and methods of treatment 


1 Les Conditions Générales de l’ Activité Economique by L. Brocard, 1934; Les Formes @'En- 
treprises by E. James, 1935; Les Ententes et La Concentration de la Production I ndustrielle eh 
Agricole by J. Saint-Germes, 1941; Le Commerce et l’Organisation des Marchés by H. Laufen- 
burger, 1938; Le Crédit et l’Organisation Bancaire by R. Petit, 1938; in addition to the original 
edition of the present volume. With the exception of the first, all are out of print. 
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and exposition, are actually two separate works. In the first 240 pages 
Professor Baudin reviews the theories of prices and value; and in the re- 
maining 400 presents a study of the various aspects of money, and advances 
his own synthesis of monetary doctrines. A number of points in the present 
study refer the reader to the second unpublished half; and the conclusions 
reached and the criticisms offered in this review are therefore inevitably 
tentative. 

The treatment of prices and the approach to the theory of value are tra- 
ditional ones, largely along Marshallian lines, but Professor Baudin en- 
deavors to synthesize some of the modern interpretations of the function- 
ing of the price system. In a series of chapters on the formation of prices in 
perfect, monopolistic and imperfect markets, the author not only shows his 
vast erudition, but also injects new and refreshing observations. The for- 
mation of prices is looked upon as a “‘process of life’’ rather than as a mathe- 
matical formula. Prices—‘‘vigilant witnesses and an alarm ready for im- 
mediate warning”—are the “key to the individualistic system that has 
prevailed up to now in civilized countries and which, however distorted, 
still has great vitality.” The study of price formation is based primarily on 
the consideration both of past phenomena and of psychological factors. 
“Price not only reflects the past, but also anticipates the future... It is 
not only the resultant of statistical positions; it captures and absorbs all the 
currents of human thought and spirit as soon as they exercise an influence on 
the market.” Although the outline of the theory of prices is somewhat 
sketchy, the result is a coherent and well-balanced introduction to the sub- 
ject. 

The second half of the book, dealing with money, consists of five sections 
devoted to its evolution, its value, the precious metals, the relations between 
money and prices, and money in relation to the economic cycle. Most of 
the material in the historical section is already known, but it is very well 
presented. The chapter on gold and silver brings together a wealth of in- 
formation, especially as regards the monetary developments in French Indo- 
China, Morocco and other French overseas territories; but the survey of the 
Rand is also of much interest. Quotations from the London Economist of 
1849 as to the prospective gold output in California and Australia are 
illuminating examples of the mistakes in judgment made by contemporary 
commentators. The chapter on note and gold hoarding in France, its 
technique and its magnitude, contains material not available elsewhere. 
By far the most interesting part of the book, however, is the survey of 
modern monetary theories. Like prices, money slowly evolves with time. 
To analyze and explain it, however summarily, the author deems it neces- 
sary to go back to the most distant past. No monetary reformer, in his 
opinion, can neglect these historical phenomena without being unrealistic: 
“The power of the authorities is limited by the hold on them of a past that 
is beyond their reach.” But this evolution tends to render money more 
easily controllable because it goes on in the direction of the latter’s ‘““dema- 
terialization.” Is this progress? The author says so, “to the extent that the 
limitation from without heretofore imposed by the use of precious metals 
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would be replaced by an internal discipline freely agreed upon.” However 
the prevailing confusion of ideas, he says, is such that some wish to grant 
the State absolute monetary control, and are therefore close to the socialists 
and others proclaim the necessity of eliminating, so far as possible, any 
power in the hands of the authorities, and are thus in fact advocating an 
anarchic conception of money. “The former see the State as it should be, 
the latter as it too often is.” Among the various monies, gold still holds its 
own, the author affirms. ‘The appeal of gold becomes all the greater as the 
monetary authorities are unfaithful to it. Gold hoarding is homage ren. 
dered to it.” 

Professor Baudin then studies the relations between prices and money, 
After squarely facing the dilemma between quantitative and anti-quantita- 
tive theories, both in their doctrinal exposition and in their implications for 
general economic theory, he endeavors to formulate a synthesis of his own, 
As a sequel to his theory of prices, he amplifies the psychological elements 
in Fisher’s formula that are inherent in the concept of the velocity of 
circulation. Whenever in the past, he notes, the State endeavored to in- 
crease the volume of money in line with the general economic policy of the 
moment, as in the depression of the ’thirties, this effort was frustrated by the 
refusal of the individual to respond by maintaining an appropriate velocity 
of circulation. ‘““The individua!, master of velocity, triumphs over the State, 
master of the volume.” In our economy it is the defensive weapon of the 
individual that enables him to wreck government’s monetary policy. On the 
other hand, he elaborates, in agreement with Professor Aftalion, the theory 
that the movements of money do not act mechanically and automatically 
on prices, but only as they affect incomes and the anticipations of indi- 
viduals. 

In another section of the book a study is made of the place of money in 
the economic cycle. Faithful to French thinking on the subject, Professor 
Baudin rejects the “Anglo-Saxon” idea of making money the “pivot” of 
economics. Money does not properly occupy the center of the stage; but 
neither does it have a mere walk-on part. It is rather an instrument em- 
ployed by man, who not only holds it and gives it velocity, but also uses it 
for his own purposes. The way it is thus employed is to be studied in the 
unpublished half of the book dealing with ‘““monetary systems and manipu- 
lation.” 

It will be extremely interesting to see how Professor Baudin accomplishes 
this second half of his assignment. Present-day France, and, for that 
matter, the rest of the world, are immense laboratories in which the most 
diverse monetary experiences are being conducted daily on a scale unsur- 
passed even after the First World War. The opportunistic monetary policies 
currently being pursued under a variety of conditions, can thus be tested in 
the light of monetary doctrine. Since France offers (unfortunately) an al- 
most unexplored field for scientific investigation of ‘‘monetary manipula- 
tion,’”’ Professor Baudin’s project is of the utmost interest both to the econo- 
mist and to the banker. But will Professor Baudin seize this opportunity for 
a pioneer study? After reading the first half of his volume one cannot refrain 
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from feeling that since the theoretical analysis is largely framed in terms of 
the discussions that prevailed among economists in the ’thirties, the resultant 
approach to the study of monetary systems and policies will likewise be 
colored by the conceptions, and predilections, of fifteen years ago. The use 
of the words “monetary manipulation,” with the pejorative connotation 
they have in French, is a bad omen in this respect. The tools of monetary 
analysis have been further refined since the beginning of the war, and we 
now know more about the behavior of monetary systems. But although the 
revised and enlarged edition of Professor Baudin’s book bears the date of 
1047, the new literature on the subject is almost completely ignored. A 
perusal of the bibliography, which is extraordinarily complete for the 
‘twenties and the ’thirties, leads to the conclusion either that Professor 
Baudin did not have access to recent literature with the exception of the 
French and German books, or that he neglected to incorporate recent eco- 
nomic thinking into his own approach. It is hardly believable, for example, 
that in analyzing the White and Keynes plans which ultimately led to the 
3retton Woods Agreements, Professor Baudin still quotes as his source a 
German translation of these documents that appeared in 1943 in a German 
newspaper. The factual background analyzed in the book likewise extends 
only in few instances beyond the ’thirties. There is, for instance, a table of 
gold dehoarding in India and China reproduced from an annual report of the 
Bank for International Settlements, but a subsequent B.IL.S. report con- 
tained a more up-to-date table which would have been very simple to quote. 
The analysis of the price of gold, and of gold production costs, is carried 
only to 1943, and the comments on the gold black market cover only the 
period up to the liberation of France. Briefly, both the descriptive parts and 
the doctrinal exposition are somewhat out of date. Let us hope that 
Professor Baudin will find it possible in the second half of his volume to 
present a more recent picture of monetary systems and policies. 

To summarize, Professor Baudin’s book represents a prodigious effort of 
research, reading, and reflection; and is an admirably balanced work in the 
best French tradition. To an American economist, the book presents a 
double interest: It contains a wealth of information on money in France 
and the French overseas territories; and because of the peculiar qualities of 
its thought and presentation, it offers us an inspiring incentive to confront 
our own theories, and predilections, with those of the French scholar. 

M. A. Kriz 

New York, N.Y. 


La Banca: Principii di Economia delle Aziende di Credito. By UGO CAPRARA. 
(Milan: A. Giuffré. 1946. Pp. xvi, 486. 600 lire.) 


Professor Caprara of Turin and Bocconi Universities is one of the group 
of sound technical economists that make up the Zappa school. His La 
Banca is the fourth in a series of books in the Biblioteca di Economia 
Aziendale edited by Professor Gino Zappa. The leader of this school, 
Gino Zappa, is not only an outstanding leader in accounting theory and 
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corporation finance but one of Italy’s most effective and humorous univer. 
sity teachers. 

La Banca could be called a rhapsody on free enterprise and how bank 
credit and the corporation work hand in hand for the good of mankind 
It contains a brilliant dialectic treatment of the wonders of the exchange 
economy or the credit economy. It should be stressed that Italian banks sup. 
ply both short- and long-term credit to firms to a much greater degree than 
they do in the United States. The author draws on his long experience jp 
the management of industrial firms and banks. He pays little attention to 
the mistakes of fascism. In a few modest words of introduction, he says 
the book was started and finished in the torment of World War II. He hopes 
that his work will help in the economic reconstruction and will convince a]] 
that “in the free development of human energy, only in the restitution of 
freedom of initiative in private economic activity will be found the prime 
guaranty for the future of an era of peace and social prosperity” (p. 11), 
Just as De Maria and others wrote even in the midst of war that Italy's 
hope for its economy Jay in free trade at home and abroad, rather than ina 
controlled economy, so Caprara’s book describes in almost Utopian terms 
how well the liberal economy works, supported by a flexible banking system. 

Caprara has given us a thorough-going treatment of the free-exchange 
economy, the interrelationships of the market, of firm and firm, and of 
firm and bank. The plan of the work is to give a rather complete and de- 
tailed account of credit relationships with industry, financial and commer- 
cial markets in Part I. Part II treats of particular types of banks, such as 
Monti di Pegno (philanthropic pawnbrokers), commercial banks, savings 
banks, central banks and international credit institutions. The work ends 
with a summary chapter on the dynamic nature of banking. 

There will be found little that is new in credit and monetary theory in 
this work. What is found is a new enthusiasm for the place of banking in the 
free credit economy. What Veblen and Mitchell called a money economy, 
Caprara calls a credit economy. He says, “Exchange through credit is the 
typical transaction of modern economic life” (p. 465). 

Certain differences found in European banking procedures from our own 
should be remembered. Fewer payments are made by check. The Conto 
corrente which permits overdrafts is quite different from anything in our 
own banking system, unless it is the line of credit which is handled dii- 
ferently. The English noblewoman who recently wrote checks on an Ameri- 
can bank for amounts beyond her deposits, was astonished to find herseli 
arrested for what would be common practice abroad. Further, interest pay- 
ments on deposits are still the rule in Italy’s banks. 

Caprara’s admiration of credit reaches dizzy heights occasionally. On page 
111 he says, “the system of credit institutions tends in its turn to become 
the most representative phenomenon of the modern market, the most 
sensitive ‘place’ in it, the center that gathers and propagates every impulse 
of economic life.” Again, on page 305, ‘“The life of the firm is like the current 
of a river that is never made up of the same water. The credit capacity o! 
the banks renews and modifies itself with renewing and changing con- 
ditions that give life to the bank.” 
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Weaknesses are to be found in Caprara’s book. One of these is the failure 


niver ) define certain technical terms, when he first introduces them. For ex- 

ample, debiti a vista (demand loans) are not defined until page 188, after long 
bank ziscussion of their use. Also, there is a good deal of repetition, particularly 
kind, % his treatment of exchange. Again, in the European tradition, a good deal 
hange of the writing is dialectic, in which discussion is carried on so far that 


noints begin to lose meaning. 


than To Caprara the bank is no mere handler of funds; it is rather the creator 
ace In of credit for the dynamic development of the economy. In the division of 
ondes labor, the bank’s particular task is credit creation. The bank is handmaiden 
Says to industry and trade at every turn from the smallest family enterprise to 
hopes the largest holding company. Risk is essential to free enterprise and larger 
ce al returns will come only from greater risks. He is an ardent admirer of the 
on of holding company device and calls it (p. 346) “truly one of the most ex- 
rime pressive manifestations of modern economic civilization” and considers 
11), “pitt ter cr iticisms of it childish, as coming from admirers of new economic- 
aly’s al orders.” In his analysis of risk, however, Caprara has forgotten that 
: me ‘he e holding company and cartel arrangements can reduce risks considerably, 
a while they increase returns. Italian banks are very active in the stock 
oan markets, both as commission agents, launchers of new issues and as in- 
—— vestors. In fact, they have much greater freedom of action in this field than 
id of our own banks. 

A de- In his treatment of central banks, Caprara does say that state agencies 
ap would finance themselves through the bank of emission and that the central 
dpa bank would be the fiscal agent of the government. But he insists that, in 
om 4 the free economy, the bank of emission is mot the regulator of the credit 

market. 

As to method the author feels he is most realistic and that he avoids the 
_ “nebulous abstractions that reveal the infertility of methods followed by 
‘ the the researchers.”” What he means is that in the dynamics of credit, he has 
ob rasa credit relationships more as they actually occur than in theoretical 
daa » I does not mean that he has paid much attention to current banking 

. ems of Italy. For example, there is no mention of the Istituto per la 
24 Rec mstruzione Industriale which is somewhat similar to our Reconstruction 
a3 Finance Corporation. The fascists organized the I.R.I. in the 1930’s to help 

dif. industries and therefore banks through the depression. The LR.I. took over 
te the three largest Italian commercial banks, since most of their assets were 
vself of industrial nature and had lost most of their value. These three banks, 
os the Banca Commerciale Italiana, the Credito Italiano and the Banco di Roma 

: are still “banks of public interest” under the control of the I.R.I. The tran- 
a on to a free economy has indeed been slow. The present government 
a iderstands the problem, but is proceeding cautiously, since I.R.I. not 
iil ly y controls these important banks but most of the steel and shipping in- 
e custry as well. Caprara’s banking theory is vitalized by his thorough knowl- 
wie ge of the techniques of the Italian credit economy. But it is still theory. 
” For booms and depressions he advises banking prudence. He sees no cure 
Aa for them. They are simply “alternatives that the continuity of life requires.” 


This is a stimulating book that gives promise of continued strength in 
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Italian economic thinking. The book is handsomely printed in large ty 
with a generous format, which is amazing, when we consider world paper 
shortages and our own wartime and postwar skimpy editions. ‘i, 
HEnryY S. Mittep 
Queens College, 


La Naissance et le Développement de Il’ Etalon-Or, 1696-1922: Les Faits ¢ les 
Théories; Essai de Synthése Economique et Sociologique. By Jacques 
MERTENS. (Paris: Presses Univ. de France. 1944. Pp. 475.) 


In view of the abundance of literature on the gold standard and in viey 
of the diminished interest in this subject, it may be wondered why another 
sizeable study on the origin and development of the gold standard has heey 
made, by an economist living in a war-torn country and writing in the mids 
of war. The fact, however, is that the author, Professor Mertens of the 
University of Louvain, is not interested in the gold standard per se. Rather 
he appears to have selected the subject of gold for certain methodological 
purposes. His chief purpose, it seems, is an attack upon the “rationalist” 
approach to the explanation of the economic institutions of the past, not 
only in the monetary sphere but also, by implication, elsewhere. The reader 
is given the impression that the gold standard furnishes a good example for 
the not unfamiliar contention that “theory” runs behind the facts and 
amounts to no more than a justification or “rationalization” of what 
happened. 

In particular, the nineteenth-century victory of gold over silver, and espe- 
cially over bimetallic systems, is said to be inexplicable in rational terms, if 
by the latter is meant something more than individual or group self-interest 
(“‘subjective” rationalism), 7.e., the fruit of systematic public welfare- 
minded reasoning as to what constitutes, for the time being, the best 
possible monetary solution, both with regard to objectives and operational 
capacities. The author takes great pains in attempting to show that the 
case against bimetallism has not been proven. This standard, said to be 
dependent—for its true usefulness—on adoption on an international scale, 
never got a chance. The great increase in the production of gold during the 
middle of the nineteenth century, rather than being the “cause” of the 
worldwide adoption of gold, merely favored the then prevalent prejudice 
for gold. England’s early turn toward gold is claimed to have been the result 
of fortuitous circumstances. The later spread of the gold standard on t! 
European continent, and elsewhere, the author presents as a case of “t 
ditionalism.” England’s prestige as an industrial and commercial center 
formed semi-rational elements in the campaign for gold; in the eyes of th 
monetary authorities of Germany, the Scandinavian countries, and later 
members in the family of gold-standard nations, to adopt this standard wa 
to emulate the then most powerful and economically advanced country. lt 
is from this point of view that Professor Mertens embarks upon 4 cast 
study, and he does so, in the reviewer’s judgment, merely in the form 
demonstrating a conclusion which, in his case, is a foregone one. Ii the 
authorities were influenced by any theory of the gold standard, it was—% 
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‘he author claims—merely the old classical theory which concerned itself 
primarily with international monetary aspects, whereas, presumably, the 
monetary reforms of the more recent gold-standard countries were meant 


follow primarily “national” needs. 
[he author is not so much concerned with the way in which the gold 
tandard functioned (apparently he thinks that it performed creditably for 


some time) but rather with the alleged fact that this standard was the 
fruit of “hazard.” It belongs in the era of laissez-faire which receives the 


uthor’s round condemnation on the following scores: its failure to treat 
jonetary matters as ‘‘a domain essentially dependent on human interven- 
ns’ (p. 366) and to make them the subject of constant deliberate and 


termined reform in accordance with clearly defined objectives of monetary 


icy; its tendency to compromise and to give excessive weight, in the 


shaping of monetary systems, to fortuitous circumstances and narrowly 


erceived technical issues; its mistaken identification of the problems of 
,onetary systems and the problems of precious metals; finally, its tendency 
t to be concerned with monetary evolution as long as existing arrange- 


ments failed to lead to open crises. 


he study ends with a strong plea for the assumption of a rational atti- 
u ward monetary policy and readiness to constantly examine existing 
ionetary arrangements in the light of changing needs. 
WALTER EGLE 
University of Cincinnati 


The Molding of American Banking: Men and Ideas. History of American 
Business Leaders Stud. Ser., Vol. 2, Pt. I, 1781-1840. By Fritz 
Repiicn. (New York: Hafner Publishing Co. 1947. Pp. viii, 334. $5.00.) 


lhe purpose of this volume is to offer further evidence in support of the 

esis presented by the author several years ago in his Essays in Economic 
History—that “‘determinism and the working of blind forces’’ cannot ex- 
plain the course of economic history, but rather that human beings, and 
more specifically business leaders, are the controlling element in economic 
development because they “‘determine its spirit and its strategy by making 
its major decisions.” This point of view is perhaps the outgrowth of the 
hor’s earlier interest in the theory of advertising. He does not go so far 
0 accept the Great Men interpretation of history in its radical form. He 

idmits in the introductory statement that individuals are themselves 


the product of the society in which they function. Unfortunately in the body 
ithe work he sometimes forgets this important qualification, and presents 
the evidence for his views in a more dogmatic form and a more controversial 


1 in the earlier versions. 

In presenting the businessman as the determing factor in economic de- 
velopment, the author is careful to distinguish the mere businessman from 
he entrepreneur in the Schumpeter sense of the word. Indeed he prefers to 
use the phrases ‘‘creative entrepreneur,” “creative manager” and “creative 

pitalist” in order to emphasize the functions of this group. This emphasis 
mn function leads into difficulties, however, since the author is obliged 


= 
D4 
Nalnher 
logica 
47? 
1ai1S 
reader 
nie f 
pie lor 
= 
1 espe- 
me 
iterest 
ejlare- 
> hect 
ocale 
no the 
tne 
res 
enter 
ater 
wac 
T+ 
ry. it 
Case 
rry 
c—s 


986 THE AMERICAN ECONOMIC REVIEW 


to admit that businessmen, no matter how creative, could not by themselye; 
have created such an institution as the Bank of the United States withoy; 
the aid of the Congressmen, Senators and government officials who passeq 
the law and administered it. He adds, therefore, a category of creatiye 
statesmen to his groups of individuals who determine and control economic 
development. His valiant effort to prove the primacy of the persona] ele. 
ment sometimes strains the evidence to the point of absurdity. In discussing - 
the fall of the first Bank of the United States, for example, the author de. 
clares: “The fact that America’s first central bank was destroyed by the 
vote cast by Vice-President Clinton, a personal enemy of its champion, 
Gallatin, provides a striking example of the personal element in economic 
development”’—as if the other votes cast had no influence at all. 
A secondary thesis in this volume is that American banking was ip. 
fluenced in its formative years by mercantilist theory in the form of Sir 
James Steuart’s Inquiry into the Principles of Political Economy. The sup. 
porting evidence is not always convincing, and sometimes reduces to the 
lack of any other well-formulated banking theory in written form. The 
“choice” of mercantile credit as a basis for the operations of the early 
commercial banks in this country was due in large part to the unfortunate 
experience with other types of credit in the colonial period, and not only 
to mercantilist exhortation on the part of Steuart. 
Some other generalizations seem to be unjustified by the evidence offered. 
A banking system is claimed to have existed in 1810 because by that tim 
“if one bank in a city reduced its discounts the others had to follow.” | 
was rather that the regional monopolies enjoyed by the earliest banks had 
been undermined by the establishment of new banks and the growth of 
competition in the banking business. This hardly constituted a banking 
system in any sense of the word. Even for an earlier period the author 
claims the existence of a banking system: ‘‘The speed with which the First 
Bank of the United States moved into a central position almost simul- 
taneously with the emergence of an American banking system in the 1790's 
is truly astonishing. .. .” There is of course nothing astonishing about it, 
since what little banking system there was in that period was due entirely 
to the existence of the Bank of the United States and to its unpopular 
habit of presenting promptly for redemption the notes of other banks which 
came into its possession. 
This book offers some interesting material on the development of banking 
techniques. The rise to prominence of the cashier in place of the “sitting 
director,” the increasing importance of the president among the directors, 
and the decline of the stockholder are traced with lively detail. Every 
teacher of banking is aware that too many of our textbooks are full of 
generalities with periods and institutions presented like so many mummies 
completely lacking in juice. This volume would fill a large gap in the reading 
list for students, if it were not so heavily encumbered with the author’ S 
“philosophy” and so completely lacking in adequate economic backgroun 
for its characters. 
There is an extensive bibliography, an appendix of footnotes whic 
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comprises nearly one-fourth of the volume, but no index, possibly because 


Sh , second volume is in prospect to carry the story beyond 1840. 
passed Marcaret G. Myers 
eative Vassar College 
i Rankenverstaallichung—Zur Frage des Gestuften Zinses. By ANTON TAUT- 
oie scHER. (Salzburg: Otto Miiller. 1946. Pp. 171.) 
or - In spite of its detached scientific tone, this little volume is essentially a 
ry the plea for the creation of a nationalized banking system, from the central 
npion, bank down to special-purpose credit institutions providing funds for needy 
nomic mountain peasants. The purpose of this nationalized banking structure is 
to insure “that the economy through proportional and harmonious pro- 
as in- vision with a capital of its various branches be brought to the highest 
of Sir level of productivity and thus create the broadest basis for the welfare of 
€ Sup- the people” (p. 151). 
to th This conclusion is arrived at by the following steps. Capital is productive. 
. The The rate of interest depends on the return of capital. The classical econo- 
early mists argued as if there were only one rate of interest. There exists, how- 
na ever, an interest rate structure. Thus far the argument does not go beyond a 
t only rather elementary version of Béhm-Bawerck. In the next forty pages, 
however, the author follows a more original path. The argument pre- 
fered. sented ina chapter entitled “‘Critique of the Law of the Equalization of the 
t tim Interest Rate,” and illustrated with some statistics, claims that capital 
ye” It yields vary in different employments independently of maturities, expec- 
s had tations, etc. “This difference in productivity is characteristic not only of 
th of this or that year, not only for this or that country; the difference in the 
nking productivity of capital in industry and agriculture is permanent.” (besteht 
uthor in sich) (p. 52). The superiority of industry exists “‘in spite of the theoreti- 
First cally possible mobility of capital and labour, and in spite of the theoretical 
imul- equalization between agriculture and industry” (p. 53). 
1790's Thus the different yields of industries are for the author not a phenome- 
yut it non leading to a more economical distribution of resources, but an equilib- 
tirely rium phenomenon. For “the chief reason for the different productivity 
ypular of capital (Kapitalzins) is the different rate of turnover of the employed 
which capital” (p. 54, italicized in the original), which is technologically de- 
termined. Various figures are cited to support this contention. “The various 
nking branches of production differ in their combination of fixed and circulating 
itting capital in such a way that a gradation can be noticed from banking via 
ctors, trade, industry, crafts, to agriculture and forestry” (p. 60, italicized in the 
Every original). Therefore, capital yields are greatest in banking, smallest in 
ull of agriculture and forestry. 
amit Interest rates should reflect these different yields. Otherwise the economy 
adi will be hurt, since the sectors of the economy needing capital most (i.e., 
hor’s agriculture) have to pay too high rates, and industry, which has already 
‘ou! enough capital, is unduly favored. This is how Mr. Tautscher puts it: 
te “Uniform interest rates do not work in the direction of an equalization of 
vhich 


the proper proportions and the advancement of the correct and therefore 
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harmonious (ausgeglichen) structure of the different branches of production, 
but may create the overdevelopment of highly productive (ertragsfihig 
industries and firms beyond the degree necessary from the standpoint oj 
the economy as a whole. . . .1 The economic consequences of a uniform in. 
terest rate show themselves partly in an overdevelopment of productive 
and highly profitable industries and firms, partly in the retardation of 
little productive and profitable ones, so that a uniform growth of all parts 
of the economy is impossible”’ (p. 81). 

This is the central point of the book. It is essentially a plea to move 
more capital into the unproductive channels of Austrian agriculture. It is g 
plea, in the name of science, to lend at low rates to firms which cannot pay 
high ones. “Only with differentiated interest rates and differentiated other 
credit conditions can loan capital fulfill its economic task of giving the 
correct amount of capital to all industries and firms so that a continuing 
increase in productivity of the whole economy in all its branches may be 
achieved through the uniform growth of all economic sectors” (p. 140, 
italicized in the original). 

The rest follows easily. The State should take over the whole banking 
system, and use it and its tax power to ensure uniform growth throughout 
the economy. Each sector of the economy should pay a different interest 
rate depending on its profitability, which, it will be remembered, depends 
on the technologically given rate of turnover of capital. The interest rate 
paid by the nationalized banking system to its depositors might be uniform 
depending on the average productivity of the economy. ‘‘The nationalized 
credit banks are in a position to give the right amount of credit to the vari- 
ous industries at differential rates because they do not have to show a 
profit” (p. 133, italics in the original). Aside from a nationalized bank oi 
issue, there should also be agricultural credit institutions, special-purpose 
banks for various trades (as exist in fact already) and so forth. These prac- 
tical propositions are not absurd in themselves, but they hardly follow 
from the elaborate and not quite tenable theoretical foundation. 

Mr. Tautscher can not, of course, be blamed for not having at his dis- 
posal such standard sources of reference as Colin Clark’s Conditions 0 
Economic Progress which gives a slightly different picture of reality than the 
few facts presented by, or available to the author. Instead of a criticism, 
an abbreviated list of the author’s publications, taken from an appendis 
to the book, may be given as furnishing a clue to the particular outlook of 
the book: National and World Economy with German Mercantilists; The 
Dynamic Credit Theory of the German Mercantilists; The Tax as a Crealite 
Means of Economic Policy with the German Mercantilists; The Theory 4 
Public Credit with the German Cameralists. Could it be that the consistent 
preoccupation of the author with mercantilist thought is responsible for the 
rather serious theoretical shortcomings of the book under review? It woulé 
not be the first time that the subject matter has dominated the author i 
stead of the other way ’round. W. F. Srowpet 


Swarthmore College 


1 P. 75. This sentence, italicized in the original, has been somewhat shortened in the proces 
of translation. This is also true of the following sentence. 
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International Trade, Finance and Economic Policy 


La Communauté Internationale. By WILHELM ROPKE. (Geneva: Constant 
Bourquin. 1946. Pp. 337). 


La Communauté Internationale is the third of a trilogy by Wilhelm Répke 
begun in 1942 with La Crise de Notre Temps and continued with Civitas 
Humana in 1944, The present volume was completed towards the end of 
1944, and some inconsequential changes and additions in the manuscript 
were made as late as the spring of 1946. The author’s stated purpose is to 
understand, and to make clear to others, the nature of the world crisis. 
Since August, 1914, when he as a young German, along with millions of 
others, was exposed to the rigors and horrors of the modern battlefield, 
the author declares himself to have been devoted to the task of under- 
standing the causes for the crisis and of contributing to their removal. 
La Communauté Internationale presents his matured philosophical insight 
into these problems. 

Broadly speaking, Répke is concerned with the same general questions 
that formed the starting point of such books as Karl Polanyi’s The Great 
Transformation and E. H. Carr’s Twenty Years’ Crisis, but any similarity 
with these books ends abruptly at this point. Carr and Polanyi attribute 
the progress of the world crisis since 1914 to the hold which an allegedly 
outmoded and sinful economic liberalism exercised upon the leaders of 
mankind, whereas, on the other hand, Répke insists that the prospects of 
building a peaceful and just world community are nil as long as we con- 
tinue to worship at the shrine of socialism in any of its many forms and 
disguises. Socialism, Répke maintains, is necessarily national socialism, 
because no one really believes in the practicability of world socialism; and 
national socialism builds up untrammeled national sovereignty and mass 
loyalty to the State, digs more deeply the economic frontiers of nations and 
enhances the arbitrary exercise of state power in the world economy. Short 
of an acceptance of the central tenets of economic liberalism at home and 
abroad, mankind will continue to stumble blindly from one international 
catastrophe to the next, and each particular crisis will furnish plausible 
arguments for fastening the grip of national state bureaucracies ever more 
tightly upon the lives of people everywhere. 

In this connection Répke points out that mere sentiment for international 
cooperation is not enough, because the source of our trouble lies deeper 
than a mere lack of desire to cooperate. As long as the minds of men are 
kept in bondage to the disastrously false diagnoses and slogans of collec- 
tivism on the subject of capitalism and war, how can any amount of inter- 
nationalism and international organization end otherwise than in frus- 
tration? Under such circumstances, it is small wonder that the period of 
world economic disintegration has coincided in time with the period of 
international economic conferences. Much of what presently goes under the 
banner of international cooperation is foredoomed to disappointment and 
failure, because it gets the cart before the horse in by-passing objectionable 
and destructive national economic policies for the sake of nominal triumphs 
in international organization, which, if anything, are likely to promote still 
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further the powers of the national state in directing economic life. Répke 
cites the Monetary Fund as an illustration of this “false internationalism” 
which, in the end, is likely to contribute still further to our confusion and 
the politicization of international economic life. 

Fundamentally, Répke is not concerned so much with the details of post- 
war international organization as with the spirit and attitudes motivating 
mankind in facing the colossal tasks of building a durable world order. 
The most striking feature of his book is the emphasis he places upon what 
he calls the “grande erreur” of our times, namely, the tenacity with which 
influential segments of the community persist in the belief that imperialism 
and war are the results of the system of private capitalism, and the in- 
ference that security can only be found by building up the powers of the 
state over economic life. Répke devotes the entire first section of his 
book—nearly one-half of the volume—to a destructive analysis of this 
hypothesis and to other questions bearing upon the relationship of eco- 
nomic problems to war and peace. The other problems singled out for spe- 
cial attention are raw materials and population. While Répke does not break 
new ground in this part of the book, his contribution achieves a valuable 
synthesis of the entire problem of the relationships of economic systems to 
world peace. Planners, collectivists and some Keynesians are likely to find 
this book irritating, but it raises pertinent questions which deserve an 
answer. 

The second part of the book is organized under the heading of “La Pew 
de Economie Mondiale.” This section consists of an analysis of some of 
the psychological roots feeding modern distrust of the world market. (j 
particular interest is the chapter on the almost pathological fears oi 
passivity in the national balance of payments which dominates so much 
contemporary thinking on international economic relations. Répke is in- 
clined to regard such fears as largely inspired by exponents of economic 
nationalism who play upon them to serve their own purposes. Why, 
asks Répke, do not geographic areas other than those bounded by national 
frontiers have similar, intractable balance-of-payments problems in their 
economic relations with the rest of the economy? 

In the final section of the book Répke discusses some of the main prob- 
lems and difficulties to be resolved in bringing to life a new world economy 
along liberal lines. He stakes much upon the ability of the United States to 
set its own house in order and to serve as a center for such development. 
The gold standard will have to be restored, preferably through the key- 
country approach to the establishment of international monetary stability. 
“‘Grossraumwirtschaft” in all its forms, from the German and Japanese 
prototypes to the Soviet model or the British imperial system, is to be 
shunned. If this new liberal world economy is to have suitable opportunities 
for growth it will, according to Répke, be necessary for the key countries 
participating in this endeavor to establish a common front in defining the 
conditions under which foreign trade with the Russian economy will te 
carried on. 

Max GIDEONSE 


Rutgers University 
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International Economics. By STEPHEN ENKE and VirGit SALERA. (New 
York: Prentice-Hall. 1947. Pp. xii, 731. $5.35.) 


This book wil probably become the most widely used basic text for 
undergraduate courses which attempt to combine international trade theory 
and international commercial policy. The material is presented in a simple 
and straightforward manner, It should, therefore, also prove a useful source 
of information on trade theory and policy for the general reader, though 
some sections of the book demand of the reader a familiarity with the tech- 
niques of modern economic theory. In addition, teachers in courses in 
elementary economics and in money and banking will find many chapters 
that should provide their students with excellent collateral reading. 

Satisfactory textbooks in the field of international economics have not 
been numerous. Ellsworth’s book was useful for a time, but it was published 
in 1938, and his discussion of such subjects as exchange control does not 
have the benefit of the recent literature in the field. Ellsworth’s work also 
suffers from the sketchy treatment of foreign investments. Haberler’s book 
was splendid but it is also outmoded. The book under review and Lawrence 
W. Towle’s International Trade and Commercial Policy were both published 
in 1947 and thus have the benefit of war and immediate postwar develop- 
ments. Both books are good, but the reviewer finds Enke and Salera the 
more satisfactory work. 

International Economics opens with a brief introductory section of three 
chapters describing the world economy. After discussing the nature and im- 
portance of foreign trade, a statistical review and recent bistory of trade 
is presented. Part II is devoted entirely to an analysis of international 
trade theory. Instead of beginning this discussion with a restatement of 
classical trade theories, the authors have chosen to develop their subject 
through the balance-of-payments approach and by means of a description 
of foreign exchange practices. After this is done they present the usual 
equilibrium analysis and then proceed to show the modifications that are 
necessary because of the existence of monopolistic and monopsonistic con- 
ditions. This section is concluded by one chapter giving a description of the 
views of the mercantilists and the classicists and by another embodying 
national income concepts and the theory of the multiplier. 

Part IIT is devoted to a presentation of international commercial policy. 
A chapter analyzing the tariff as a means of trade control is followed by two 
chapters analyzing the conventional arguments offered in support of pro- 
tection. Three chapters are devoted to a discussion of import quotas and 
exchange control, and a fourth chapter presents an excellent evaluation of 
trade controls as a national policy. It is to be regretted, however, that an 
otherwise thorough presentation of direct controls of trade omits the im- 
portant subject of American experience with exchange control during 
World War II. Furthermore, although a discussion of “a number of prac- 
tices which are collectively termed administrative protection” is promised 
(p. 258), it seems to be lacking. This is unfortunate, for the annoyance 
caused by the prevalence of this form of protection is well known. The sec- 


‘ Reviewed on p. 995. 
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tion on commercial policy is greatly enriched by chapters on internationa| 
cartels, international commodity agreements, maritime policy, and excellent 
descriptions of the commercial policies pursued by three great trading areas: 
the United States, the United Kingdom and the Union of Soviet Socialist 
Republics. 

Monetary and financial policy is presented in the final section of the book. 
The truly contemporary character of the book is revealed by such chapter 
titles as ‘“The Shortage of Dollars,” ‘“‘The International Monetary Fund” 
and ‘The International Bank for Reconstruction and Development.” Ip 
addition, the more conventional material on the international gold stand- 
ard, the gold exchange standard and exchange stabilization funds is well 
presented. The choice of the American stabilization fund rather than the 
British for the discussion of stabilization funds seems to the reviewer to be 
unfortunate. The choice was no doubt made because of the likelihood that 
the book will be more widely used in this country than abroad, but the 
longer history and greater activity of the British fund would seem to have 
warranted a more complete account of the British experience. Appendices 
include an essay on Commodity Reserve Money (based in large part upon 
the work of Professor Frank D. Graham) and excerpts from the articles of 
agreement of the International Monetary Fund. 

The general impression gained from reading the book was very favorable. 
The book is intended for a two-semester course in international economics, 
but the authors were careful to arrange their material around certain ‘“‘core” 
chapters in order that other clearly designated pages might be omitted 
without destroying the continuity of the entire work. The ‘‘core”’ chapters 
might well form the basis for a one-semester course, and the remaining ma- 
terial would serve as supplementary reading. 

The exhaustive treatment of international economics attempted in this 
book clearly indicates some of the neglected features of international trade 
theory. Although the weaknesses of the classical theories of international 
trade are clearly evident, the shortcomings of some of the recent analysis 
are also apparent. In the present work, international trade theory as first 
presented is based upon the assumption of pure competition. No one would 
quarrel with the author’s contention that such an assumption, though serv- 
ing as a useful point of departure, is unrealistic. The attempt to apply mod- 
ern monopolistic competition analysis to the problem, however, is not 
entirely successful. It is a common error to assume that international trade 
consists of trade between nations rather than trade between individuals 
Admittedly governments during the past two decades have in many cases 
exercised such complete control over foreign trade that international trad 
often became primarily intergovernmental trade. Obviously the widesprea¢ 
prevalence of international cartels, of national valorization schemes and 0 
international commodity control agreements has added many new monopo- 
listic elements to foreign trade. The authors use governmental control 
schemes as examples of monopolistic selling tactics in international trade 
This seems to be entirely justified. The illustrations of monopsonistic buy- 
ing, however, do not seem to be as happily chosen. It is true that the Amer 
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can people bought a large share of Japan’s silk exports and continue to buy 
a large share of Brazil’s coffee exports, and that the British people bought 
a large share of the world’s meat exports. The mere fact that one country 
purchases the great majority of a particular product, however, does not 
prove the existence of monopsony as long as the importing country main- 
tains a relatively free economy. Actual monopsonistic conditions exist in 
these products only to the extent that competition is lacking among the 
major American (or British) individuals or firms importing the products. 

The classical views of international trade theory are lucidly presented 
and the assumptions upon which they were based are relentlessly exposed. 
An important additional modification of classical theory, however, may be 
suggested. It is simply not true that the classical simplified assumption of 
trade in two commodities between two countries yields the same conclu- 
sions as would have been reached through analyses based upon three or 
more countries and three or more commodities (p. 97). It has been clearly 
demonstrated that many of our confused ideas with respect to the determina- 
tion of the terms of trade, the cause of diversification rather than speciali- 
zation in export and the relative gains of “rich” and “poor” nations in 
international trade, arise from the oversimplification resulting from the as- 
sumption of two countries of equal size each capable of producing only two 
commodities for export.? 

A few minor errors may be noted. Agreements concluded under the au- 
thority of the Reciprocal Trade Agreements Act of 1934 are misleadingly 
referred to as “treaties” (p. 515). Many students would not agree that ‘“‘At 
present the United States is more off than on a gold-bullion standard” 
(p. 552). At one point economists who assume that complete application of 
the cost equalization provisions of Section 336 of the Tariff Act of 1930 
“would bring about a cessation of international trade” are called ‘‘careless”’ 
(p. 301). At another point it is indicated that ‘‘this provision, the equaliza- 
tion-of-cost rule, leads logically to the total elimination of international 
trade” (p. 520). These points are noted largely because they stand out in 
bold relief against generally careful and conscientious work. 

CARL KREIDER 

Goshen College 


? Frank D. Graham, “The Theory of International Values Reexamined,” Quart. Jour. Econ., 
Vol. XX XVIII, No. 1 (Nov., 1923), pp. 54-86. 


The Trade of Nations. By Micnaret A. HEILPERIN. (New York: Alfred A. 
Knopf. 1947. Pp. xix, 234. $3.00.) 


This is a courageous, timely and well-written book. It is divided into 
four parts. The first part, The Trade of Nations, offers an excellent intro- 
duction to the theory of international trade and finance. The second part, 
Economic Nationalism, criticizes old-fashioned protectionism as well as 
the newer kind connected with full-employment policies and national plan- 
ning. The third part, Towards a World Economy, continues the criticism 
of economic nationalism but ends with a qualified support of the Interna- 
tional Trade Organization. The fourth part, The United States and the 
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World Economy, offers a short history of America’s rise to pre-eminence 
and then suggests the principal ways in which the United States can con. 
tribute to the growth of world trade and to general prosperity. 

With much of what Mr. Heilperin has to say I find myself in complete 
agreement. Many readers in the United States would fully support his six. 
point program enumerated on page 222. He is not an extremist and is will- 
ing to compromise. He supports the Bretton Woods agreements and the 
ITO, with some excusable uneasiness. If we add that the book is intelligible 
to the layman, it should be obvious that it is a most timely and necessary 
publication. 

It has one grave shortcoming, however. While supporting internationa] 
economic cooperation and while willing to compromise. Mr. Heilperin may 
do as much harm as good to the cause of international economic organiza- 
tion. It all depends who the reader is. Mr. Heilperin attacks severely what 
he summarily refers to as economic nationalism. Economic nationalism com- 
prises many things from tariff policy to economic insulation of full-employ- 
ment schemes and full-fledged state trade. 

Whether it is possible to blame tariffs and cartels entirely on economic 
nationalism is questionable. It could be pointed out that the private enter- 
prise system which has produced these forms of economic nationalism is not 
free from blame. Import quotas and exchange controls, furthermore, cannot 
be blamed on totalitarianism and planning alone. They are instruments of 
commercial policy against whose temptations the private enterprise system 
is certainly not immune. 

Full-employment policies in general are held responsible for the damage 
they do to international trade, but Mr. Heilperin is obviously willing to 
concede that there are some measures which are more dangerous than oth- 
ers. Much of Mr. Heilperin’s criticism is justified but by no means all of it. 
His criticism, furthermore, remains vague and superficial because he refuses 
to state the case for national full-employment policies as it could and should 
be done. The few quotations chosen from an early article by Keynes oran 
occasional article from the London Economist are quite inadequate. It is 
a pity that Mr. Heilperin has not used his great skill in popularization 
(which he uses so admirably in the first part of the book) to explain the 
British viewpoint. He evades the full-employment problem by pointing 
out that the term full employment is not a happy one and that our policy 
at home should rather be directed towards “high levels of economic activ- 
ity, production, trade and employment.” Granted that this is by far the 
better formulation; but if Mr. Heilperin is willing to subscribe to such a 
policy he should be much less critical of others who also want to achieve 4 
compromise, or reconciliation, between high levels of domestic activity and 
multilateral international trade. 

If, indeed, the London Economist’s stand is too one-sided, so is Mr. Heil- 
perin’s who is so critical of other countries’ full-employment policies that it 
may well be doubted that his own anticyclical policies would go very far. 
Of these policies we hear practically nothing though we are told that an in- 
ternational agency for dealing with business cycles on a world scale is ur- 
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gently needed. Foreign readers, no doubt, would like to know what we have 
to offer, with which American policy they are supposed to coordinate their 
own policies. Mr. Heilperin admits that the question arises whether and 
how national economic policies can be coordinated and says that to this 
baffling question there is no ready answer at the present time. 

We can still go ahead with the attempt to rescue multilateral trade in 
spite of this insufficient coordination of national economic policies. But it 
cannot be done according to the ideas of just one country, however power- 
ful. Mr. Heilperin criticizes the American Proposals for the Expansion of 
World Trade and Employment because they were not “‘an outspoken and 
fearless statement of America’s own principles—principles of free markets 
and free enterprise, of complete nondiscrimination, of multilateral trade, 
and free international payments.” Would not similarly straightforward 
statements by France, England, Sweden, etc., only serve to show how far 
we are removed from that coordination of national economic policies on 
which Mr. Heilperin’s hopes rest? 

Before we can reach such a coordination in the future, we can only come 
to an agreement in international economic relations if we permit such ex- 
emptions from our ideals as currency depreciation, exchange controls, quo- 
tas, etc. Mr. Heilperin is willing to compromise. But he makes the neces- 
sary concessions so reluctantly and has so little understanding for the view- 
points of others that his viewpoints, in turn, would not be acceptable to 
others. Many economists in Britain would feel most uneasy if Mr. Heil- 
perin’s book contained the gist of all we have to say about our own domestic 


policies. And they know, of course, that not many are as clear-sighted as 


Mr. Heilperin when it comes to issues of international trade. 

Mr. Heilperin criticizes the ‘Proposals for an Expansion of World Trade 
and Employment” because “‘the great problem of how to attack interna- 
tionally the phenomenon of economic instability is left almost unanswered.” 
This is exactly the main point which has to be made against Mr. Heilperin’s 


1 
DOOK. 


GrorcE N. HALM 
Tufts College 


International Trade and Commercial Policy. By LAWRENCE W. TOWLE. 
(New York and London: Harper. 1947. Pp. xiii, 780. $4.50.) 


The very considerable value of this new text in a field well supplied with 
distinguished prewar works, lies in its comprehensive coverage of all leading 
theoretical approaches to foreign trade analysis, and its painstaking and 
clear exposition of the mechanisms through which international transactions 
are facilitated, controlled or impeded by public and private policy. The 
author does not essay any substantial new contribution to international 
trade theory though his integration into the general body of older doctrine 
of relatively new concepts which have appeared in recent periodical litera- 
ture, such as the balance-of-payments approach to exchange rate determi- 
nation, and the various treatments of the income multiplier, will be appre- 
ciated by teachers of more advanced courses in this field. This, and the 
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emphasis which Professor Towle places upon cartels, licensing agreements, 
shipping subsidies, clearing and payments agreements, exchange controls. 
tariff preferences, and the rest of the array of measures which dominated 
international trade during the prewar decade and against which the pro- 
posed International Trade Organization is in large part directed, are impor- 
tant contributions to textbook literature. 

The level of preparatory instruction assumed by this volume is high, 
and some instructors may find considerable readjustment of the chapter 
sequence desirable for maximum results. It would seem, for example, that 
the very good treatment of mercantilist and bullionist fallacies, both old 
and new, presented in the second chapter, might well be deferred until the 
theoretical basis for their criticism has been established. On the other 
hand, the separation by sixteen chapters, and probably several months of 
instructional time, of the discussion of foreign exchange and balance-of- 
payments equilibria from the practical and historical exposition of inter- 
national investment and monetary policies, including the International 
Monetary Fund and Bank, does not appear pedagogically desirable. A bet- 
ter organization of the historical in relation to the theoretical and descrip- 
tive material might well have conserved the reading time by reducing 
repetition and possibly eliminating a few of the 780 closely printed pages of 
the volume. 

As to the substantive content of this text, the contributions and short 
comings of the classical theories of comparative advantage, capital move- 
ments, gold standard-specie flow mechanism, international payments 
adjustment, and foreign exchange rate determination under inconvertible 
currencies, are clearly expounded as are the mutual interdependence theory 
and the income and price adjustment analyses of more recent writers. The 
discussion of the part played by short-term capital transfers as corrective 
factors in facilitating long-term capital movements, while preserving 
equilibrium in the balance of payments and relieving pressure on the ex- 
change rates, seemed to this reviewer particularly commendable. A doubt 
may be raised, however, as to the instructional merit of reviewing in detail 
and with the time-honored arithmetical devices, all facets of the compara- 
tive cost theory, only to point up at the end its apparently irremediable 
shortcomings, namely its reliance on the labor theory of value. Professor 
Taussig’s brilliant attempt to explain away the more fundamental objec- 
tions to the theory is well restated by Professor Towle (pp. 112-13), but, at 
least with respect to the problem of varying factor combinations in different 
countries, Taussig’s omission of the situation where the proportions of fac- 
tors differ between industries within a given country, and between the same 
industries in different countries, surely the most common of all situations 
experienced in practice, might well have been brought out. Users of this 
volume will also feel the need for a deeper appraisal than is furnished oi 
the mutual interdependence theory before critical and acute students will 
accept it as more than a surface explanation of the flow of commodities in 
international trade. Perhaps a fuller discussion of the Haberler opportunity 
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st analysis which seems to the reviewer to provide something of a bridge 
between Taussig and Ohlin, might have been used to good advantage. The 
rief sketch of the Haberler theory provided in this text is hardly com- 


On the side of practical commercial policy, Professor Towle has provided 
n exceptionally full and clear discussion of the complexity and variety 
f modern tariff systems, as well as quotas, drawbacks and similar non- 
monetary impedimenta of present day commercial transactions. The pros 
nd cons of the tariff issue are brought up to date with well balanced criti- 
-isms of the Graham analysis of tariffs in relation to increasing and de- 
reasing cost industries, and the income multiplier and full-employment 
.rguments for the tariff. In the latter discussion, by emphasizing the prob- 

e decline in exports resulting from excluding imports, the author points 
a timely moral to those students inclined to draw mercantilist conclusions 
from the international trade-national income multiplier analysis of Machlup 
nd others. 

A subject not usually found in specialized texts, on the purely economic 
ispects of foreign trade, which is a valuable adjunct to this book, is a clear 
exposition of the significance of national and most-favored-nation treat- 
nent in commercial treaties, including various aspects other than merely 
foreign trade arrangements. In this time of peace treaty negotiations and 

nstruction of safeguards to foreign investment, this discussion is a 

iseful outline of the principles and problems involved. Also, Professor 

vie’s discussion of the administrative techniques which various countries 

ve used so extensively in raising the effective rates of duty by putting 

’ into the tariff goes considerably beyond the usual sketchy treat- 

ment of the subject, though it might have profited from more attention 

valuation devices on which the effectiveness of “dumping” duties and 

the like largely depend. However, this section contains much valuable refer- 

: material even if it does become somewhat involved for run-of-the-mill 
lassroom use, 

s is inevitable in a work of this scope, critical users will take exception 

ny individual statements of fact, or interpretations of cause-and- 

t relationships made by the author. The statement on page 620, for 

example, that British free trade in 1860 resulted from a series of commercial 

treaties, seems rather misleading. The rather low evaluation placed on colo- 

nies in the generally good discussion of this subject may be a result of the 

price, ‘surplus economy” viewpoint of the 1930’s, rather than the 

under-production world scarcity atmosphere of today. However, taken as 

hole, this work is a remarkably well balanced and accurate text, and a 

evel of scholarship, as well as readability, is maintained throughout. 
e book ends with a recitation of the many post-World War II meas- 
ind agencies for economic stability and commercial expansion. One 
t avoid the feeling that the author may be wearing tinted spectacles 
is forecast of the postwar pattern as one favoring tariff reductions and 
ter freedom of international commercial intercourse. Pressure for im- 


ensurate with its importance. 
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ports may be ineffectual in lowering tariffs or removing trade preferences. 
if pressure for dollars or, inversely, lack of export potential or invisible 
trade income are even more compelling forces, as seems to be the case at this 
time in respect to the erstwhile great trading nations of Europe and Asia, 
O. J. McDiarmip 
Washington, D. C. 


An Introduction to World Economics. By ERNEST MINOR PATTERSON, (New 
York: Macmillan. 1947. Pp. xv, 704. $5.00.) 


Professor Patterson offers in this book a comprehensive description of 
the international economic world. The volume is not so much a discussion 
of current problems or issues as a presentation of background and factual] 
material. It also contains a considerable amount of explanation and inter- 
pretation. The book is written in non-technical language and can be readily 
understood by the layman or beginning student. 

The book is divided into eight main parts: Population, Natural Re- 
sources, The Relation of Resources to People, International and Inter-Re- 
gional Accounts, World Trade, Capital Movements and Organization, Fi- 
nancial Mechanisms and Current World Conditions. 

The first three parts, which account for a little over 200 pages and twelve 
chapters, are in the nature of economic geography and contain a large 
amount of interesting material in the fields of population, natural resources 
and the relations of one to the other. These chapters are especially valuable. 
The remaining five parts embracing twenty-eight additional chapters, dea 
with the fields of international trade, balance of payments, foreign exchange 
and related subjects. They provide a general survey of these fields. 

In writing a book of this kind the difficulty of distinguishing subjects 
that are essentially national from those that are primarily international, is 
at times resolved by the author in favor of including the national. The au- 
thor says, ‘‘Much of the data is available only on a national basis and many 
of the strains are national. Nevertheless, we are feeling our way toward a 
reduction in the significance of national boundaries.” 

The increasing importance of international affairs and the extension into 
the international sphere of problems that were formerly regarded as essen- 
tially national has expanded the area to be covered by a book of this type, 
and has also added to the difficulty of determining what material should be 
included. Since almost every national problem has international aspects, 
the field of international economics has become so extensive that its subject 
matter can be dealt with more and more effectively by specialized treat- 
ment. The theory of international trade and of the exchanges, so long te- 
garded as in a separate compartment, is now commonly recognized asan 
inherent part of general theory. In spite of its magnitude there is value in 
taking a bird’s-eye view of the entire field of international economic aflairs, 
as is done by this book. Many students desire a broad knowledge of the 
subject rather than intensive analysis of specific phases. 

As for weak points, it would be helpful if more were offered in the field 
of industrial production, balancing the extensive discussion of agricult ural 
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production. A fuller treatment of the differences in economic systems, of 
state trading and the expansion of governmental activities in the interna- 
tional field would also be helpful. 

The description of the International Monetary Fund is in the future 
tense, although the Fund came into existence in December, 1945. Russia is 
referred to as a subscriber to the “aggregate subscriptions of $8,800,000,000,” 
of the Fund, whereas Russia is in fact not a member, and the figure given 
is not the aggregate subscriptions, but is the total of the quotas of the coun- 
tries attending the Bretton Woods Conference, not identical with the quotas 

f countries that have become members. 

The Anglo-American Financial Agreement and its important commercial 
policy and monetary provisions, and the loan to the United Kingdom pro- 
vided for in the Agreement are referred to incidentally in a section on the 
United Kingdom Lend-Lease Settlement. The Financial Agreement is 

nsiderably more important than the Lend-Lease Settlement, and merits 

more attention, especially the commercial policy and monetary provisions 
f the Agreement. The foreign lending program of the United States and 
he activities of the Export-Import Bank receive minor mention, as do 
problems of economic development. The monetary sections do not give as 
much recognition to recent theoretical analyses, especially the contribution 
of Lord Keynes, as many economists would desire. 

These points should not be allowed to detract from the substantial nature 

nd usefulness of the book. As a text the book is probably best suited for an 
roductory survey course in the field of international economics, as indi- 
cated by its title. The book is less adapted to a course in which theoretical 
analysis is stressed than to beginning or survey courses. For such courses the 
ok should be especially useful. 
JoHN PARKE YOUNG 
Washington, D. C. 


Public Control of Business; Public Administration; 
National Defense and War 


The Limitist. By Frep I. RayMonpD. (New York: Norton. 1947. Pp. 166. 
$2.00.) 


In this short work Mr. Raymond presents the case for “limitism,” which 
might roughly be defined as a philosophy of restraining economic concentra- 
tion by placing an arbitrary maximum ceiling on the permissible size of 
firms or the proportion of an industry’s business which any individual firm 
or group of firms is permitted to hold. 

Limitism is by no means a novel doctrine in this country. Among its 
earliest adherents was the elder Senator LaFollette, who in 1911 proposed 
an amendment to the Sherman Act which would prohibit any firm from 
holding more than 40 per cent control of an industry.’ But in very recent 
years limitism has become a matter of major importance, both on the do- 


‘ Cf. John D. Clark, The Federal Trust Policy (The Johns Hopkins Press, 1931), p. 148. 
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mestic and international scenes. The courts have been concerned, notably 
in the recent aluminum case, with what percentage of control of an in- 
dustry constitutes, per se, a violation of the Sherman Act, and various 
economists have struggled with the problem of defining limits of contro] 
on economic grounds. On the international scene, the decartelization law 
for the British and American zones of Germany provides that if any Ger- 
man firm reaches a size of 10,000 workers, a prima facie case exists for ex- 
amining the concern on the grounds that it possibly represents an exces- 
sive concentration of economic power. 

The heart of Mr. Raymond’s particular variant of limitism is a restric- 
tion upon the size of any large firm (public utilities excepted) to one “point 
of delivery” or shipping point. ‘‘... no person shall control one or more 
business organizations which deliver to purchasers at more than one point 
of delivery any of the commodities or services sold by any of such organi- 
zations unless and except in case the total of all employees engaged in and 
for such organizations is less than 1,000.’ 

Behind the doctrine of limitism, and also behind all measures designed to 
check economic concentration, is a profound belief in the economic, socia| 
and political desirability of a widespread distribution of property. The ab- 
sence of any such diffusion should be apparent to all. The reasons for its 
absence, according to Mr. Raymond, are as follows: (1) Through the crea- 
tion of modern legal instrumentalities such as corporate trusteeship, the 
estate corporation, etc., the possibility of a dissipation of fortunes by incom- 
petent heirs has largely been eliminated; (2) Panics, bank failures and mone- 
tary inflation no longer result in a redistribution of wealth, since these up- 
heavals now have an equal if not greater effect upon small as upon large 
savers; (3) The redistribution of wealth which takes place as a result of the 
transfer of business from large, established firms to new and smaller con- 
cerns is of limited importance, owing to the multitudinous difficulties con- 
fronting the average small firm today; (4) The development of new means 
of transportation and communication has made it possible for large firms 
to operate on a nationwide basis without being seriously affected by the law 
of diminishing returns; (5) The rise in capital requirements of mass produc- 
tion has made it increasingly difficult for enterprises to become established; 
(6) In the field of marketing the producer who makes only one product is 
at a marked disadvantage as compared to the large, diversified concern 
which produces a variety of goods that can be advertised and distributed 
jointly; (7) Because of the difficulties facing small business, many small 
firms which develop new and improved products dispose of them on a roy- 
alty basis to established large concerns; (8) The advent of the chain store 
not only has had the obvious effect of eliminating numerous small retailers 
and wholesalers, but, in addition, has proved harmful to small producers 
since the chains tend to centralize their purchases, thereby reducing the 
number of outlets available to small manufacturers; (9) Any small concern 


1 To accomplish the above objective, Mr. Raymond included a proposed bill in his book 
Subsequent to the book’s publication he has introduced a number of important additions and 
improvements to the bill. Copies of this new bill may be obtained by writing to Mr. Fred I 
Raymond, 629 W. Washington Boulevard, Chicago, Illinois. 
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which develops a new and improved product will, in all likelihood, be taken 
over by a giant corporation. “If the independent refuses to join when he 
has the invitation, he must face the probability that the large corporation 
will then introduce a similar product. This in turn will force each of the 
large corporation’s competitors to do so, and thus the independent’s com- 
petition will be so great as to endanger his continued success if he remains 
independent” (p. 40). 

This lack of alternatives open to the independent is part of what Mr. 
Raymond terms “Forced Growth.” Giant corporations are constantly en- 
arging their operations both forward toward the market and backward to- 
ward raw materials. The fear that some supplier of raw materials or parts, 
particularly critical items, might sell out to a rival impels the large corpora- 
tion to absorb or duplicate the facilities upon which he is dependent. 

Mr. Raymond makes the interesting point that this desire to obtain self- 
sufficiency has tended to increase unit costs. The large manufacturer ‘could 
not take the risk of being dependent on a machine that was owned by his 
competitor. Nor could he take the risk of being dependent on the machine 
owned by an independent. There was too much danger that the independent 
might sell out to one of his competitors. This condition has led to a marked 
duplication of costly machines which are operated at only a fraction of their 
capacity. The capital charges for these machines have manifestly increased 
costs as compared with costs as they might have been with fewer machines 
erated at greater capacity” (p. 46). 

In Mr. Raymond’s view the increasing centralization of property result- 
ng from these forces must be reversed. Concentration has reached such 
heights that drastic action is necessitated. Limitism by legislation is his 


Some thirty-three years ago John Bates Clark and John Maurice Clark 
advanced a somewhat similar limitist proposal. They felt, however, that it 
vas impossible to formulate any single piece of legislation containing one 
specific limitation which would be applicable to all of the nation’s widely 
varying industries. Instead, they held that the function of limiting size 
would have to be carried out by some administrative commission, and, in- 


cidentally, advanced an interesting suggestion for the implementation of 
this proposal. 


Here again is work for a commission. No fixed rule of size can be framed, 
ir the present at least, which would work well. We cannot pass the 
country’s industries through a legal sieve with a mesh of just the right size 
) stop all monopolies and let all others pass. The law might take some 
notice of size. Any corporation controlling over half its field, for instance, 
may be required, as a condition of getting and keeping its license, to show 
utirmatively that there is enough competition remaining to safeguard the 
interests of the public. All smaller corporations should then be assumed to 
be free from monopoly unless some special complaint were brought against 
them. Such a rule would simplify the work of granting licenses, while it 
ould still be adapted to the needs of particular cases, however varied.” 


- Bates Clark and John Maurice Clark, The Control of Trusts (Macmillan, 1914), 
p. 199, 


| 
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In refutation, Mr. Raymond infers that “administrative” limitism would 
not do the job; that the administrative commission would never be able to 
reach all of the industries in which concentration is excessive; that it would 
be severely hampered by a shortage of funds, political interference and 
all of the forces which can be generated by our modern pressure groups. 

But limitism, whether legislative or administrative in character, is only 
one approach to the problem of concentration. It is in Mr. Raymond’s 
comparison of limitism with other possible approaches that his book is weak 
and unconvincing. His cursory dismissal of such alternatives as expanded 
antitrust activities, regulation and taxation, together with his failure to ex- 
amine the potential disadvantages of his own proposal, greatly weakens his 
case, even with those who fully share his belief that some type of action js 
necessary. 

But, in general, Mr. Raymond is off to a good start. In this concise, read- 
able, and well-organized little book, he has forcibly reintroduced limitism 
as a theory of social action. Whether or not the theory ever obtains any 
widespread acceptance will largely depend upon whether this beginning is 
followed by an objective and critical analysis of limitism as compared with 
other possible alternatives. It is certainly to be hoped that Mr. Raymond 
will carry on his work by providing us with this needed analysis. 

Joun M. Briar 


Washington, D. C. 


Monopolies and Patents—A Study of the History and Future of the Patent 
Monopoly. By Haroun G. Fox. (Toronto: University of Toronto Press, 


1947. Pp. xxv, 388. $10.00.) 
Inventions, Patents and Monopoly. By PETER MEINHARDT. (London: Ste- 
vens & Sons, Ltd. 1946. Pp. xvi, 352. 25s.) 


The phase of the patent question which has attracted the least attention 
from economists concerns the standards employed in the issuance of patents 
and in their appraisal by the courts. Yet the issues presented by the cur- 
rent controversy in that field go to the heart of the problem of monopoly 
and competition. This is made clear in the study by Dr. Fox, entitled Mo- 
nopolies and Patents. Dr. Fox does not attempt an economic analysis of the 
questions which he presents, but his historical-legal survey serves to sharpen 
and focus the issues for economists. 

Dr. Fox was moved to undertake his present study by the evidence of a 
growing disparity between the criteria employed by the Patent Office in is- 
suing patents and those followed by the courts in passing upon them, as 
reflected in the frequency with which issued patents are held invalid in de- 
cided cases. It is his principal thesis that the difficulties which we are now 
experiencing are a result of the intrusion of “judicial legislation,” which has 
had the effect of diverting the patent system from its original purposes, and 
of posing problems which were neither provided for nor foreseen. He reaches 
this conclusion on the basis of a thorough examination of the origin of the 
patent system in sixteenth and seventeenth century England, and of sub- 
sequent developments in England, the United States and Canada. 
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To appreciate the original purposes of the patent system, Dr. Fox em- 
asizes, it must be understood that at the time of the Tudors and the 
Stuarts the attitude toward monopoly differed greatly from that which 
y prevails. State monopolies were then regarded as a proper revenue 
nstrument for the Crown, and under the influence of the mercantile philos- 
iy grants of exclusive privilege were generally accepted as a means of 
fostering new industries and trades and of safeguarding those which were 
essential to the national defense. These facts were reflected, Dr. Fox states, 
in the common law relating to patents, which was codified in the Statute of 
Monopolies in 1624, and which in turn became the statutory basis of the 
English patent system and the precursor of our own. 
Many regard the Statute of Monopolies as a product of parliamentary 
efforts to resist the policy of mercantilism, in response to public dissatisfac- 
with the private monopolies to which that policy gave rise. But Dr. 
ntends that this is not the case. He presents a detailed survey of the 
ents granted by Elizabeth and James I, the public criticism of these 
ts, their consideration by Parliament, and the reactions of the Crown 
the objections raised against them. And he concludes that the public 
parliamentary opposition related chiefly to excessive exercise of the 
ite rights of search and seizure conveyed under patents, particularly 
granted by James, and the occasional interference of patents with 
blished industries and trades. The Crown, he believes, was generally 
ponsive to these criticisms, and revoked patents where the charges were 
stantiated. The Statute of Monopolies, he holds, merely brought patents 
ler the jurisdiction of the common law courts, and did little to limit their 
part of the mercantile program. 
s is borne out, Dr. Fox states, by court interpretations of the Statute 
nopolies during the first century of its existence. The language of that 
tute provided that patents might be granted for: “... any manner of 
new manufactures, ... to the true and first inventor and inventors of such 
ifactures ...”’ (emphasis supplied). Dr. Fox shows that, in keeping 
th mercantile policy, the term “new manufactures” was originally inter- 
ted by the courts to cover first importation, and trades or lines of indus- 
new in England, as well as scientific achievements, and that patents 
e overturned only where they interfered with established callings. With 
beginning of the Industrial Revolution, however, and the rise of a phi- 
hy of freedom of enterprise, the courts gave a new interpretation to the 
eaning of that statute which affected the whole future course of the patent 


1 many of the restrictions of the mercantile period, the courts shifted 

cir attention from the effects of patents on the introduction of “new man- 
tures,” to evidence whether they had been granted for an “invention.” 

tr. Fox seems to regard this as the chief reason why the United States 
Jnstitution provided that patents might be granted only for “discoveries,” 

1 why our basic patent act of 1790 limited the issuance of patents to 
‘nose who had “invented or discovered” certain specified forms of subject 


systems of the principal English speaking countries. ; 

As inventions grew in number, and industry and commerce were freed 
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matter. The full significance of this shift in patent policy became apparent. 
Dr. Fox states, when the United States Supreme Court, in 1850 in the case 
of Hotchkiss v. Greenwood, established a test for the patentability of inven. 
tions which since that time has come to be generally accepted in the Englis), 
speaking countries. 

The court in that case held that for an invention to be patentable, jt 
must display: “‘ . . . more ingenuity and skill in applying the old method . . . 
than were possessed by an ordinary mechanic acquainted with the busi- 
ness....”’ The effect of this decision was to emphasize clearly the fact 
that patents were to be granted only for scientific achievements. The resy| 
was that the courts were called upon increasingly to decide involved tech- 
nical questions which grew in complexity with advances in the arts. Re- 
cently, a new complication was added, Dr. Fox points out, when the Sv- 
preme Court, in the Cuno case in 1941, expressed the dictum that for a 
patent to be valid: “... the new device, however useful it may be, must 
reveal the flash of creative genius, not merely the skill of the calling. ...” 
This decision was widely interpreted as foreclosing the issuance of patents 
for inventions developed through systematic research. And, while these 
fears were somewhat quieted when that court, in the Sinclair & Carrol 
case in 1945, held that the patent system: ‘‘... is not concerned wit! 
the quality of the inventor’s mind, but with the quality of his product ..., 
there has survived a sharpened dissatisfaction with the frequency oi 
patent-invalidity decisions. 

Dr. Fox ascribes these difficulties to a “‘misinterpretation” of the Statut: 
of Monopolies, and as a solution he advocates a return to the “simple prin- 
ciples” of that statute. However, he offers little to support this conclusion 
beyond his historical analysis of how the present policy was reached. In 
fact, in his survey of the economic considerations which during the Indus- 
trial Revolution brought about the shift of patent policy which he describes 
he suggests the chief arguments against his own position. Dr. Fox seems to 
realize that what he proposes amounts to a re-establishment of the policies 
of the mercantile period. But his reaction to this fact may be summed up in 
his statement that: ‘‘ . . . monopoly is usually the best way of assuring ade- 
quate supply, as any manufacturer will readily testify ....” (p. 171). 

Anyone who reads Monopolies and Patents will be impressed with the 
subtle influence of economic considerations on the development of judge- 
made law in this field. But he will come away with serious doubts whether 
the law has been sensitively adapted to these considerations. The distinc- 
tions which the courts have evolved, between inventions which are apparen! 
to skilled craftsmen and those which require a higher degree of inventive in- 
genuity or effort, appears to be a proper one in social and economic terms 
For it is only those inventions which require the risk of capital or effort that 
can be said to rest in any important degree on patents. It remains, however, 
to be determined how far the technical criteria now employed in the Paten! 
Office and in the courts correspond with the economic necessity for the gran! 
of patents to assure the production of inventions and their disclosure. 

The study by Meinhardt, entitled Jnventions, Patents and Monopo), 
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jeals with a subject which has been more thoroughly explored by econo- 
ts: the problem of patent abuse. His analysis is confined chiefly to the 
val phases of the problem and to the British experience, and its principal 
purpose is to provide a laymen’s guide to the British patent system. Much 
of the discussion is cast in terms of the issues set forth in the recent British 
Board of Trade report on patent abuse, but economists will find a much 
re satisfying analysis of the issues in the latter report. The Meinhardt 
volume may be recommended, however, to those who would like to famil- 
iarize themselves with the details of the British patent system. 
VICTOR ABRAMSON 
Washington, D. C. 


Small Business and the Webb-Pomerene Act—Report of the Foreign Trade 
Subcommiitee of the Senate Special Committee to Study Problems of 
American Small Business. (Washington: Government Printing Office. 
1946. Pp. vii, 118.) 


This document combines four separate reports: a penetrating analysis 
the Department of Justice, a study of small business experience with 
export associations by Herbert B. Woolley of the subcommittee staff, a 
kly supported group of exhibits submitted by the Federal Trade Com- 
n and a statement by the subcommittee itself. Although these four 
p, they nevertheless provide in brief space comprehensive and detailed 
ation about the number of associations formed under the Webb- 
rene act, and their membership, duration, functions, results and agree- 
vith foreign producers. This document represents a considerable im- 
provement over the Report of the Federal Trade Commission on the Operation 
e Export Trade Act (Webb-Pomerene Law) 1918-1940, which comprises 

of the T.N.E.C. Monograph No. 6. 
e learns that the Webb-Pomerene act was advocated by the Federal 
le Commission and passed by Congress explicitly to improve the bar- 
ning position and to lower the costs of smaii firms desiring to engage in 
reign trade. The subcommittee concludes, however, that “‘the expected 
idvantages for small business from participation in export associations 
have rarely materialized, that only rarely and under special circumstances 
mall business benefit from the Webb-Pomerene act and that on the 
trary the preponderant effect of the act seems to have been to facilitate 
ncentration of industrial power in the hands of large enterprises to 
the detriment of small existing or potential competitors” (pp. 3, 4). The 
committee finds, on the other hand, that other means, especially combina- 
n export-manager plans, which are legal without the Webb-Pomerene 
ave been obtaining cost economies for small firms. It further concludes 
it export associations have never been a dominant form of organization 
i the export trade of the United States, although they have monopolized 
particular fields; those associations which did exert great control over ex- 
rts were composed of large rather than small firms. The only two export 
associations composed of small firms that succeeded (Pacific Forest Indus- 
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tries and the Florida Hardrock Phosphate Export Association’) were jp. 
dicted for violating the anti-trust laws. Their success may have resulted 
from their illegal practices rather than from the supposed economies of the 
association. (Incidentally, the ‘“‘success” of an export association is not 
necessarily accompanied by increased exports after the formation of the 
association. Members of associations sometimes seek to maximize revenye 
by giving up some or all of their export markets in return for freedom from 
foreign competition in other markets. Their ‘‘success” would be signaled by 
a drop rather than an increase in exports.) : 

After presenting an acid view of the Webb-Pomerene act, the report 
lamely suggests that export associations may be used more extensively jp 
the future and implies that the Webb-Pomerene act will be needed to enable 
small firms to obtain economies in foreign trade. The subcommittee fails 
to call for the revision of the act which its report justifies. 

If Congress desires to assist small firms to engage in foreign trade, could 
not the right to form an export association be restricted to small firms? |j 
Congress aims to give general assistance to small firms, is it not logical to 
allow small business to combine in domestic markets where economies oj 
operation and equality of bargaining power with some monopsonistic buyers 
might result? The report fails to consider other methods of achieving the 
act’s original purposes. 

Especially at this juncture of international economic negotiations, modi- 
fication or revocation of the Webb-Pomerene act would signal the sincere 
intention of the United States to carry out the spirit of the proposed charter 
for the International Trade Organization which requires member countries 
to curb restrictive business practices in intermational trade. Even if Con- 
gress is willing to use any possible method to help American business (large 
or small) to obtain larger shares of foreign markets, it would do well to re- 
examine the logical basis of the Webb-Pomerene act. Ultimately firms which 
organize for expanded foreign sale primarily gain not at the expense of for- 
eign competitors but at the expense of other domestic exporters. The volume 
of exports by Americans is not limited by the bargaining position of our 
exporters but by the supply of dollar exchange or its equivalent held by for- 
eigners. Sales by one American exporter reduces the supply of dollars held 
abroad and therefore reduces the ability of other would-be-exporters to sell 
abroad. The most enduring method of helping American export industries 
is to allow greater imports which will give foreigners the dollars with which 
to buy American wares. 

ALFRED R, OXENFELDI 


Hofstra College 


1 In its recent “Report on International Phosphate Cartels” (May 1, 1946) the Feder 
Trade Commission describes some of the activities of this association. Of especial interest 's 
au analysis of the 1935 price war which this F.T.C. report attributes to the inability of the 
American firms to increase their export business because of their cartel obligations and the t 
sultant concentration on getting larger shares of the domestic market. It concludes “Cons 
quently, it is apparent that the cartel agreements by restricting exports indirectly depressed 
prices in the domestic market” (p. 58). 
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BOOK REVIEWS 
Transportation; Communication; Public Utilities 


Frontiers, Peace Treaties, and International Organization. By Bric. GEN. 
Sr H. OsBoRNE MAnceE. (London: Oxford Univ. Press. 1946. Pp. vi, 
196. 12s. 6d.) 


This publication concludes a series of investigations inaugurated in 1940 
by the Royal Institute of International Affairs. The scope of the project 
is illustrated by the titles of the other studies, which are: International 
Telecommunications (1943), International Air Transport (1943), Interna- 
tional River and Canal Trams port (1944), International Sea Transport: (1945), 
International Rail Transport (1946), and International Road Transport, 
Postal, Electricity and Miscellaneous Questions (1947). 

The volume being reviewed consists of three parts. The first considers 
frontiers in relation to international transport and communication. The 
second reviews the transportation articles in the peace treaties that con- 
cluded World War I. The author emphasizes the importance of distinguish- 

g in the future between provisions for international cooperation on the 


and recommendations reached in previous volumes of the series, and sug- 
gests procedures for interrelating the proposed organizations with each 
other and with the Economic and Social Council and the Security Council 
f the United Nations. Naturally this latter is the most controversial sec- 
f the volume. The author has assumed explicitly “that there is a defi- 
towards closer international co-ordination of effort to attain secur- 
i solve economic problems in a spirit of fair play” (p. 136); and be- 
ves that, ‘Just as inside a State particular interests may have to give 
iy to the national interest after all facts have been considered and fair 
“ompensation assessed where appropriate, so national interest may have to 
give way to the general interest” (p. 137). 

General Mance realizes that the world may not be ready for the forma- 
ion of world-wide or regional international corporations to operate the 
world’s telecommunications, aviation, shipping, etc., which he envisages 
as the ultimate solution; so international organizations to regulate compe- 
tition and to coordinate technical and security considerations are also pro- 
posed. In the author’s own words, “Here we meet on the international plane 
the conflict between the conceptions of individualistic and planned serv- 
ices... ” (p. 136). 

Some may question the realism of the author’s assumptions, and the ef- 
icacy of his proposals; but it is difficult to dispute the conclusion that a so- 

tion to these problems will contribute to world peace, while the failure 

chieve satisfactory internationai cooperation in these fields will subject 
very industries that are the nexus of world trade, travel and cor- 
respondence to national restrictions and competitive subsidies, in which 


‘ Reviewed in the June, 1947 issue of this journal. 
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unhappy event there will be more international friction and reduced jp. 
comes for the peoples of the world. 

This volume, indeed the entire series, is a valuable source of facts and 
ideas for all who are interested in international economic organizations 
American readers should find the cogent presentation of what appears to be 
the prevailing British point of view on these matters of especial interest. 

DANIEL Marx, Jr. 


Darimouth College 


The French Railroads and the State. By Kimon A. Doukas. (New York: 
Columbia Univ. Press. 1945. Pp. 287. $3.50.) 


The history of railway development in France is of particular interest 
because of the peculiar nature of the participation of the national govern. 
ment in the early years and the complexities of the transition by stages to 
the so-called nationalization of 1937. As the author points out, the frequent 
financial and structural reorganizations which characterized French rail. 
road history were never exactly paralleled elsewhere. Their tortuous histor 
is here chronicled in some detail, in respect particularly of the financial as. 
pects. The impact of political policy appears at every stage, the needs oj 
the military impose their guiding hand, often overruling commercial cop- 
ceptions, and the reluctance of capital is overcome by most unusual guaran- 
tees placing a heavy, and eventually impossible, burden upon the state. 

Though the means of coping with them are often unique, the problems 
encountered in the building, equipment and adjustment to changing needs 
and circumstances of the French railway system are strikingly similar to 
those prominent in the history of the railroads of Great Britain and Nort! 
America. One cannot avoid noting some significant likenesses as well as 
contrasts with the stormy path of railway-government relationships in Can- 
ada. Outstanding in the French financial history, however, is the absence 
of equity capital as we know it, for subscriptions to the stock carrying con- 
trol of the several companies dispensed with all risk as to principal or in- 
come at an early date as a result of the government guarantee of minimun 
interest. Moreover, through successive reorganizations even in periods ol 
heavy operating deficits, no write-down of capital seems to have occurred, 
no past losses were recognized. The explanation of the extraordinary solia- 
tude of the government for the investors in railway plant is not made wholly 
clear, but the dangers of the policy adopted and the resulting disaster ar 
vigorously pointed up, notably the paralyzing effect upon private initiative 
and the continual growth of debt to unreasonable and insupportable levels 

The extraordinarily cumbersome organizational devices, maintaining th 
appearance of adherence to the French conception of democratic control, i 
fact completely lost direction of the significant phases of operating anc 
traffic policy. Serious inefficiencies necessarily resulted. Politics were s 
preme, railway operation secondary, yet the partnership of governmet! 
and private capital at least succeeded in building up an adequate networs 
of rail lines. Although at great cost, national needs were served and served 
with tolerable adequacy. The author expresses the opinion, moreover, tha! 
the monopolistic structure of the French railway system eliminated certail 
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‘ the costs and wastes with which we are familiar in the American railway 
system. These savings he considers to outweigh the advantages of compe- 
; but this important point is not supported by analysis. There is at 
ast a considerable body of opinion that views the stimulus of competition 
as surpassing in its values the necessary wastes attendant upon its main- 
tenance. A more penetrating study of the French experience from this point 
f view might shed useful light on a point still controversial, in this country 
t least. It seems obvious that service suffered by comparison with that 
familiar in competitive systems, that cost controls were lacking, and that 
the rate structure lacked the flexibility and adaptability so notable in Amer- 
nand Canadian practice. These were certainly significant counterbalanc- 
g items. 
More directly pertinent to the scope of this particular work is the effect 
f partnership of government and the private companies upon the economi- 
‘administration and working of the railways. The author sheds some light 
in this point, but his account lacks specific illustration. It is difficult to 
ppraise the rapid growth of railway operating expenses, particularly in 
the years of World War I and those immediately following, without de- 
ion of data to remove the effects of changes in the price level. It is diff- 
it to discern the nature of the inefficiencies which were undoubtedly pres- 
nt. Overstaffing obviously contributed. Of significant, but perhaps some- 
it lesser importance, was the disregard of capital costs exemplified by 
the failure fully to utilize plant and equipment. Implicit in data supplied 
by the author but not pointedly used for illustrative purposes, is the over- 
ipply of rolling stock and particularly of locomotives. The low utilization 
of locomotives, in terms of daily mileage run, and the large surplus of 
motive power even in the face of the relatively heavy traffic of the late 
‘twenties bespeak a lack of concern for minimizing investment and help 
explain the growth of the burden of debt service. The single crew system, 
persisting in France long after its abandonment on all the major railroad 
tems of the world, partially explains the former. 
1 essentially chronological account of a confused and complicated 
‘y, the book provides a grasp of the fundamental facts. If there are 
sional minor errors and seeming deficiencies in organization, these may 
<cused in the face of accomplishment in capturing the threads of a de- 
pment concealed in a maze of laws, decrees, and regulations produced 
1 government notorious for the abundance of its paper regulation. The 
hor calls attention to numerous instances in which the evident intent 
{ legislation fell far short of realization in its application. 
ERNEST W. WILLIAMS, JR. 
Columbia University 


Agriculture; Forestry; Fisheries 


é Farmer in the Second World War. By WatteER W. Witcox. (Ames: 
lowa State College Press. 1947. Pp. xii, 410. $4.00.) 


This historical study was suggested by the Committee on War Studies 
ol the Social Science Research Council, and conducted in cooperation with 
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the Division of Statistical and Historical Research of the Bureau of Agri. 
cultural Economics. The author has had experience at several middle. 
western agricultural colleges and served a term with the War Food Admin. 
istration during 1943. The book records, interprets, and in most cases ap. 
praises the more significant information relating to farmers and agriculture 
in the United States during the second World War. 

The author starts out with a review of the agricultural situation at the 
outbreak of World War II, and concludes that it was good. Few of the “ac. 
tion agencies” of the United States Department of Agriculture were adapted 
to war needs, but agriculture was oriented to wartime goais with the aid of 
new devices—high commodity loans and forward price guarantees, produc- 
tion goals, etc. Food production increased at an unprecedented rate during 
the war, to reach a level 50 per cent higher than in World War I, with 10 per 
cent fewer workers on farms. 

Achievements in marketing were more spotty than in production; retro- 
gression took place in some respects, as in the reduced use of grades with 
price ceilings and floors. Interstate trade barriers were reduced only slightly 
and temporarily. 

Two chapters describe the wartime use of manpower on farms and effects 
of the war on the use of farm land. 

Seven central chapters relate to agricultural price policies, five of them 
dealing separately with separate groups of commodities. The first price 
chapter deals with the conflicts that were encountered in the formulation of 
wartime agricultural price policies—conflicts over the imposition of ceilings 
on wages as well as prices, over the veto power of the Secretary of Agricul- 
ture over price ceilings on farm products, over 110 per cent of parity and 
other bases for ceilings, and over ‘‘General Max.” The picture of Congres- 
sional action during this period does not look too pretty to the unbiassed eye. 

The iast of the price chapters presents an appraisal of the wartime agri- 
cultural price policies, concluding that in an overall sense they were intelli- 
gent and successful. The author criticizes however, two policies: (1) con- 
tinued favorable livestock feeding ratios when reserves of cereals should 
have been accumulated for direct human consumption in famine areas and 
(2) failure to remove food subsidies and allow price rises in February, 1946, 
when wage rates were allowed to rise. He also offers some adverse comments 
on the management of food supplies, particularly after the end of the war. 

The last few chapters review technological developments affecting agri- 
culture, changes in the size of farms, tenancy, farm prices, health, and edu- 
educational facilities, international agricultural production and trade, and 
industrial expansion in relation to agriculture. 

Two of the most interesting chapters deal with the changing role of the 
United States Department of Agriculture, and with the growth of influence 
of farm organizations. The final chapter compares farm problems at the 
ends of World Wars I and II; it concludes that farmers now are much better 
off than they were after World War I, but that farmers’ basic problems are 
not yet solved. 

This is a handy reference book. It covers the whole field of agriculture 
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during the war, plowing it about as deeply as one moderate-sized volume 
can. Admittedly it deals with a war period that we hope will not be repre- 
sentative of future years, but many of the lessons learned in wartime can be 
t plied in peacetime. The book is clearly written and easy to read. It is a 
ne of factual information, or rather a warehouse where newly mined 
n eatatial is assembled, classified, and more or less completely analyzed. 
GEOFFREY SHEPHERD 
Iowa State College 


Labor and Industrial Relations 


Management Functions under Collective Bargaining—the Rights and Respon- 
sibilities of Management in a Union Relationship. By Lupwic TELLER. 
(New York: Baker, Voorhis. 1947. Pp. xvi, 468.) 


This book should be of great aid to those who seek to evaluate the Labor 
Management Relations Act of 1947 as the most recent and inclusive ex- 
pression of public policy on labor and industrial relations. In this volume, 
which resembles in method and style his earlier A Labor Policy for America,* 
Dr. Teller attacks a problem which he describes as the ‘‘allocation of func- 
tions to management and to organized labor in a collective bargaining rela- 
tionship and in a society dedicated on the one hand to a private economy 
and on the other to responsibility for the well-being of its members.” He 
seeks means of attaining and maintaining national objectives of freedom 
for the individual and for unions, opportunity for private initiative, and 
high levels of productivity and economic and social security, all within an 
inclusive framework of public policy. 

The study begins with an assessment of the status accorded collective 
bargaining by law and judicial decisions, from which the author concludes 
that collective bargaining has been reserved as a private relationship largely 
to avoid bureaucratic regulation and dictatorship. As a result, however, 
labor organization has found it possible in recent years to regulate manage- 

nent, in this private relationship, without itself being subject to regulation. 
Th e que stion now facing the nation, as the author sees it, is how to allocate 
functions to management and to unions with assurance of high levels of 
productivity and economic security and a maximum of freedom from regu- 
lation. 

To this end, attention is directed, in Part I (seven chapters), to the possi- 
bility of excluding certain management functions from the area of collective 
bargaining. From a careful analysis of War Labor Board orders and opinions 
and arbitration awards, however, the author concludes that no definable 
area of management functions can be ruled out of bounds. 

Since this approach to the problem appears fruitless, Part II (five chap- 
ters) considers the development of an inclusive labor policy that by law and 
custom will so regulate and direct collective bargaining as to assure the 
desired objectives. Such a policy, the author holds, must be integral, com- 


* Reviewed in this journal, March, 1947. 
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prehensive, and coordinated; it cannot be provided by extending anti-trys 
laws here and anti-racketeering laws there. On the basis of a careful analysis 
of historic and current practice with respect to the closed shop, jurisdic. 
tional disputes, organization of foremen, industry-wide bargaining, guarap- 
teed annual wages, and steps taken to secure full employment, the author 
outlines a proposed national policy. He suggests creation of a national, 
quasi-judicial labor court to administer congressionally declared policy. As 
major elements in the policy, he would forbid the closed shop, limit juris. 
dictional disputes, encourage a self-imposed rule on the part of unions 
respecting the organization of foremen, require responsibility of both parties 
under collective agreements, and provide an independent conciliation sery- 
ice, to mention only the most important proposals. He would not extend 
the use of ‘‘cooling off periods” and is skeptical of the value of fact-finding 
as means of settling disputes. He sees no place for compulsory arbitration 
Voluntary arbitration awards would be enforceable through the special 
labor court. 

However one may react to these and other specific proposals, it must be 
recognized that Dr. Teller presents an unusually keen, careful and logical! 
analysis that represents a major contribution to current thinking in this 
area. It is refreshing indeed and most encouraging to find a lawyer who 
recognizes and emphasizes functions to be performed instead of rights and 
prerogatives to be protected. Most of his points are so clearly presented and 
so effectively buttressed with fact and logic that the few exceptions stand 
out sharply, as for example his assertion that anti-trust laws should be 
restricted to business restraints because problems in the two fields are 
“radically different” (p. 186) and his conclusion that unions may properly 
require employers of their members to join specified employers’ associations 
(p. 316). This reviewer hesitates to mention these items, in part because 
they are minor considerations, but more particularly because the study asa 
whole is so thorough, exhaustive and carefully considered. 

DALE YODER 

University of Minnesota 


Economie et Legislation Industrielles. By RoBERT Mossté. (Paris: Aubier 
1940. Pp. 402. 35 fr.) 


Robert Mossé, now with the United Nations, has been a professor 11 
Grenoble University, an arbitrator of labor disputes, and a well-know! 
writer on labor problems and collective economies. He brought to the writ- 
ing of this general textbook on labor problems and labor legislation a high 
degree of professional competence and an abundance of practical experience 
in the field of industrial relations. 

The book is divided into an introduction and two parts. In the introduc- 
tion, Professor Mossé traces very simply and in broad outlines the historical 
development of current labor institutions, conditions and ideology, throug! 
the stages of slavery, serfdom and unfettered freedom, and into what he 
calls the present Democratic period. State intervention in the Democrats 
period has made the unfettered legal freedom of the eighteenth and nine- 
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teenth centuries effective by promoting collective bargaining, by enacting 
and enforcing laws ameliorating working conditions and by establishing 
fairly comprehensive systems of social insurance. 

Part I is devoted to the problems of the individual worker. There is first a 
simple description of methods of wage payment, with a bit of information 
to indicate current wage levels. Wage theories—subsistence, wages fund, 
Marxian, and marginal productivity—are briefly analyzed. The productiv- 
ity theory is described only as it is supposed to operate in a perfectly com- 
petitive economy. Then follows a discussion of wage policies, of the effects 
of low and high wages, and of the purchasing power theory. Too little 
space is devoted to the last subject to develop it effectively. 

Legal aspects of the individual labor contract and French labor legisla- 
tion on wages, hours and working conditions are briefly outlined. Compen- 
sation for industrial accidents and the settlement of individual contract 
disputes in labor courts are treated in this connection. Vocational guidance 
and training and public employment offices are also discussed. Part I is 
concluded with a treatment of unemployment, its nature, results, causes, 
and proposed cures. Only brief mention is made of unemployment compen- 
sation. The author believes that cyclical unemployment results from a gen- 
eral lack of purchasing power, although he does not develop the idea. 

Part II is devoted to collective aspects of labor problems. It deals first 
with the State, which is considered to be the most important collective 
institution, and a strong case for State intervention in labor matters is 
presented. Space is also devoted to describing the State agencies in France 
that are concerned with industrial relations. The structure and functions of 
employers’ associations and unions, the legal framework within which they 
operate, and the legal and economic aspects of collective agreements are 
treated at some length. Then comes a discussion of strikes and lockouts, 
their effects on the economy, and their regulation and settlement, including 
a general analysis of the legislation and a brief description of the agencies in- 
volved. Professor Mossé favors the use of compulsory arbitration. A brief 
view of methods of handling industrial disputes in different types of socie- 
ties is given. The book is concluded with a description of the provisions of 
French social insurance legislation. 

[he topics included in this textbook do not differ appreciably from those 
found in the most commonly used American labor texts. Relatively more 
space is devoted to labor legislation and State intervention than in our 
texts, partly no doubt because Professor Mossé is trained in law and is 
probably writing primarily for lawyers, but partly perhaps because in 
France legislation and intervention may be of relatively greater importance. 
There is relatively less emphasis on what we call personnel management. 
And all subjects are naturally treated less intensively in a book that is 
roughly only half as long as ours usually are. There is some reference to 
foreign experience and institutions, but not a great deal, and less to Ameri- 
can than to British. 

[In the treatment of the subject matter, there is less theoretical analysis 
than is found in the better American labor texts, less than most of us think 
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is possible and necessary. What theoretical analysis there is does not go 
beyond the most elementary concepts, and it could easily be grasped by the 
average American college student who has had a course in elementary 
economics. There is very little information on the operations of labor 
institutions and laws. 

These are not suggested as being defects in the book. The brief, elemen- 
tary, and eminently clear description of major aspects of labor problems 
given by Professor Mossé no doubt meets very well the needs of those French 
students and officials for whom the book was written. The reviewer senses a 
considerably firmer grasp of the legal than of the economic and sociological] 
aspects of labor problems. 

In general, the positions taken by Professor Mossé appear sound to the 
reviewer. But it is hard to see much strength in the view that today the 
individual labor agreement is too often oppressive because hunger and 
misery exercise a moral violence that weakens the power to resist. It is also 
difficult to accept the conclusion that without social insurance the worker in 
a capitalistic economy is in a less favorable situation than were the slaves of 
earlier times because slaves were valuable capital. 

DOMENICO GAGLIARDO 

University of Kansas 


Industry and Society. Edited by W1tt1aM F. Wuyrte. (New York: McGraw- 
Hill. 1946. Pp. vi, 211. $2.50.) 


Industry and Society grew out of a lecture series on “Human Relations 
in Industry.” The eight lectures were delivered by Chester I. Barnard, 
Mark Starr and six faculty members of the University of Chicago in the 
summer of 1945. 

I am ordinarily not enthusiastic about the publication in one volume of a 
series of lectures by different people, even when six of them are colleagues in 
a university cooperating in a general program of research. A single lecture 
rarely affords an opportunity to develop a thesis adequately; and unless 
the editor plays a more positive role than is normally acceptable, the reader 
gets a confused impression. By contrast, a lecture series on one topic by a 
distinguished scholar sometimes results in a very interesting and important 
book as, for example, Professor Barnett’s lectures at Harvard on “Labor 
and Machinery” and President Conant’s recent lectures at Yale on “Under- 
standing Science.” 

Industry and Society, however, should perhaps be judged more on what it 
reveals concerning the future promise of the Committee on Human Rela- 
tions in Industry, organized in 1943 at the University of Chicago. The com- 
mittee represents an interesting experiment in interdisciplinary research. I! 
is composed of representatives of the departments of anthropology, sociol- 
ogy, business administration and economics. Judging from this volume, the 
sociologists have a dominating influence. The discipline of economics is 
apparently not very heavily weighted; and, curiously enough, there are no 
representatives from the department of psychology. I should think, for 
example, that Professor Whyte’s study of restaurant workers as reported 10 
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a chapter entitled “‘When Workers and Customers Meet” would have 
profited by the contributions of the psychologists. Dr. Whyte directs his 
attention toward the nervous tensions which are developed by waitresses 
and discusses in particular and at some length the “crying waitress.” 

Perhaps I can give the flavor of this discussion by one or two quotations: 
“As we concentrate our attention upon the crying problem, we must re- 
member that that is only one of a number of possible waitress reactions. To 
work out her problems, the waitress may (1) talk back to the customers; 
2) yell at service pantry workers and bartenders; (3) break down and cry, 
set “the shakes,”’ or other nervous reactions; (4) take the pressure off herself 
by controlling her customers; or (5) blow off steam to the supervisors. . . .” 
Whyte then proceeds to ask, “What can be done to improve the social skills 
of the waitress? Most managements have grappled with this problem in one 
form or another. Many of them have tried to solve it through inspirational 
talks on the psychology of salesmanship. . . . Inspirational or not, a lecture 
is a lecture; and the salesman who is falling down on the job because he is 
not adjusting well to customers or is preoccupied with some personal prob- 
lem, will see in the lecture only just so much more pressure bearing down on 
him... . How then can management act to take the pressure off? That is a 
problem in supervision, and it has many aspects that we cannot take up here; 

t it should be emphasized that skilful supervision begins with giving 
employees an opportunity to talk their problems off their chest.” 

One difficulty in criticizing this particular discussion is that it is apparent- 
y an abbreviated version of a more ambitious volume by Dr. Whyte 
entitled Human Problems of the Restaurant Industry. Nevertheless, I do not 
get an impression of a very intimate understanding of the problems of the 
vaitress. This is perhaps because, as a sociologist, Whyte is dealing more 
vith problems of status than of personality adjustment. 

In another chapter, W. Lloyd Warner and J. O. Low draw on their rich 
experience in Newburyport to report on the “Factory in the Community.” 
[heir approach is historical, tracing the changes in the social structure of 
Yankee City from the early nineteenth century to the poten time. They 
ind in this a substantial deterioration. ‘‘In ‘the good old days,’ the people of 
Yan ikee City felt that they all shared in a common way of life, in which 

ness and industry were closely integrated into the community. . 

Whe en New York financiers assumed control of the industrial hierarchy, the 
social and civic leaders of Yankee City were no longer active in local man- 
agement.... What happened in Yankee City appears to have been hap- 
pening throughout the country. With advances in technology and the devel- 
opment of big-city capitalism, the social distance between workers and 
management has been increasing; and we seem to be witnessing the emer- 
gence of an industrial working class.” 

To me the most interesting chapter in the book is that contributed by 
Chester Barnard entitled “Functions and Pathology of Status Systems in 
Formal Organizations.” Chester Barnard is a business man with wide 
experience who is highly literate in the fie!d of sociology. 

Barnard believes that men have a profound need for “integrating their 
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personal history” by the conferring of status. This need is exceptionally 
important to those who by determined effort acquire superior knowledge, 
skill or experience. “‘The need is for an endorsement of the individual’s past 
history as a creditable element in his existing personality. The granting and 
attainment of improved or different status here is not reward but anoint- 
ment. ... To be a member of a good organization is a personal asset. It js 
among the claims to distinction of most men... . Individuals of superior 
ability and those of inferior ability can comfortably work together only ona 
basis of physical or social segregation. ... The inferior will group them- 
selves and command respect by various means, if they are not protected by 
being assigned a formal status, which though inferior, recognizes their 
position as being more or less indispensable. . . . Concordantly, the other 
individuals press for segregation corresponding to the observed differences 
in abilities and in contributions.” 

Having established his belief that systems of status are indispensable to 
effective organization, Barnard goes on to examine some of their pathologi- 
cal aspects. “Experience shows” that status tends to be imputed to the man 
himself rather than to his “role.” ‘When inferior status is assigned on this 
basis, it is transferred to the individual generally and similarly when 
superior status is assigned. Thus exaggeration of personal inferiority and 
superiority results. The effect upon the characteristics of the individual 
contributors to an organization is deleterious—depressing and limiting those 
of inferior status, stimulating and sometimes intoxicating those of superior 
status. Restoring or creating morale in the one, restraining the other, then 
becomes a major problem of organization.” 

Among other undesirable effects of systems of status, in Barnard’s view 
is the inevitable overvaluation of administration as opposed to leadership. 
This is an important point which Barnard does not elaborate. The growth 
of large-scale enterprise involving the application of more formal systems of 
status has, I believe, had a limiting effect on the innovating aspects of en- 
trepreneurship. 

It is curious that in a study published under the title Industry and Society 
so little attention is given to the dynamic aspects of business development. 
The lectures are concerned with the causes of friction in human relations, 
but do not treat the creative drives which make our American industrial 
society so forceful and so full of tensions. 

W. RuPERT MACLAURIN 


Massachusetts Institute of Technology 


Union Policies in the Leather Industry. By LEo Cyrit Browy, Ss. J. (Cam 
bridge: Harvard Univ. Press. 1947. Pp. xviii, 246. $3.50.) 


The investigation for this study was made before the war and deals for 
the most part with the years 1921 through 1939. A concluding chapter con- 
tains some general observations with respect to changes in recent yeals. 
From his orderly examination of economic trends in this industry, Father 
Brown concludes that “... leather production, apart from cycles, wil 
remain fairly stable and increase only slightly and slowly” (p. 103). This is 
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based on evidence indicating a long-run reduction of exports and a decrease 
in the use of leather in domestic shoe manufacturing, the major consumer of 
tannery products. The latter development has been the result of style 
changes shifting demand to lighter shoes and to footwear made of substitute 
materials. An accompanying increase in labor productivity has diminished 
employment opportunities but, according to the author, the necessary 
reduction in the labor force has been impeded by union policies penalizing 
overtime. By encouraging work sharing, a larger number of workers has 
remained attached to the industry than is desirable. 

Since future employment in the leather industry will depend not only on 
trends in production and in labor productivity but also on shifts in the 
location of plants, a considerable part of the study is devoted to an analysis 
of locational factors. The perishability of hides encourages the location of 
tanneries near sources of supplies where assembly costs (mainly transport) 
are minimized. This explains the concentration of plants in the middle 
west near the packing houses and in the northeast close to the ports of entry 
of foreign hides. Product differences within the industry and varying degrees 
of sensitivity to style and market changes make for unequal responsitivity 
to changes in locational factors. It is suggested that ‘‘a differential of 10 
per cent in labor costs . . . outweighs the advantages of location at the site 
of minimum assembly costs, and is of sufficient importance to displace the 
manufacture of side-leather more than 350 miles and the manufacture of 
sheepskin and calfskin more than 600 miles” (p. 129). 

If true, one would expect to find significant locational changes since, in 
the period surveyed, as Father Brown points out, average labor costs varied 
by at least 10 per cent between the midwest and the northeastern states. In 
fact, the data show no clear net shifts between states and regions for leather 
manufacturing as a whole (as measured by employment) although there is 
some evidence of movement in certain sections of the industry from organ- 
ized to unorganized areas within certain states, notably, Massachusetts. In 
explanation, the author notes that ‘‘When style is important, location seems 
to be determined by circumstances which permit the manufacturer to keep 
abreast of fashion. When style is of less moment, location shows a tendency 
to seek sites of lower costs” (pp. 129-30). Since the major part of the tan- 
neries’ products are devoted to supplying a style-demand, it would seem 
that the tolerances available to organized labor in seeking wage increases 
that are not disruptive, are somewhat greater than the author suggests. It 
is to be regretted that despite the title of this study, only two short chapters 
are devoted to an analysis of actual union wage and hour policies and to the 
consequences of these policies. 

The study closes on what seems to this reviewer to be an unexplained 
note of pessimism with respect to organized labor’s prospects. ‘‘If,”’ writes 
the author, “that Act (National Labor Relations Act) were repealed or 
substantially modified, the weight of the problems pressing on the union 
would probably destroy it’ (p.222). In the absence of a fuller discussion than 
is presented, the reader finds it difficult to understand why the Fur and 
Leather Workers Union will be unable to cope with the stresses and strains 
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created by changing employment conditions and internal political difficul. 
ties. 

For the reader interested in learning something of the organization, 
technological procedures and market practices in the leather industry, this 
book is an excellent introduction. To those who look for an instructive 
integration of union history with the economics of an industry, the present 
study is worthy of careful examination. 

CARRIE GLASSER 


New York, N.Y. 
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Auiats, M. Economie et intérét. Exposition nouvelle des problémes fondamentaux relatifs au 
réle économique du taux de l’intérét et de leurs solutions. 2 vols. (Paris: Lib. des Pub. 
Officielles. 1947. Pp. 800.) 


Denove, G. Zmpot, économie et politique. I, Pression fiscale et équilibre économique. (Paris: 
Presses Univ. de France. 1947. Pp. xvi, 396.) 


Garver, F. B. and HANSEN, A. H. Principles of economics. 3d ed. (Boston: Ginn and Co. 
1947. Pp. ix, 463. $4.75.) 


Harris, S. E., editor. The mew economics; Keynes’ influence on theory and public policy. (New 
York: Knopf. 1947. Pp. 717. $6.) 


Ker, J.and Corvin, W. Economic problems of today. (C’ ‘ago: Lyorsand Carnahan. 1947, 
Pp. 676. $2.40.) 


Ropinson, J. M. An essay on Marxian economics. (New York: Macmillan. 1947. Pp. 112. 
$1.50.) 
Econoniic History 


Bocart, E. L. and Kemaerer, D. L. Economic history of the American people. 2nd ed. (New 
York: Longmans, Green. 1947. Pp. vii, 856. $4.50.) 


Luxon, N. N. Niles’ Weekly Register—news magazine of the nineteenth century. (Baton Rouge: 
Louisiana State Univ. Press. 1947. Pp. viii, 337. $5.) 


Mircue tt, B. and L. P., edited by E. S. Furniss. American economic history. (Boston: Hough- 
ton Mifflin. 1947. Pp. xi, 928.) 


Picov, A. C. Aspects of British economic history, 1918-1925. (New York: Macmillan. 1947, 
Pp. viii, 251. $3.50.) 


SeLLMAN, R. R. A practical guide to modern British economic history from 1700 to the present 
day. (London: E. Arnold. 1947. Pp. 64. 2s, 6d.) 


of the United States series. (New York: Rinehart. 1947. Pp. xiv, 365. $4.) 


National Economies 
BLANSHARD, P. Democracy and the empire in the Caribbean. (New York: Macmillan. 1947. Pp. 
xi, 379. $5.) 
CHAMBERLIN, W. C. Economic development of Iceland through World War IT. Stud. in hist., 
econ. and public law, no. 531. (New York: Columbia Univ. Press. 1947. Pp. 141. $2.25.) 


Coats, R. H., editor. Features of present-day Canada. The Annals, vol. 253. (Philadelphia: 
Am. Acad. of Pol. and Soc. Sci. Sept., 1947. Pp. 199.) 


Jaraar, G. B. and Bert, S. G. Elements of Indian economics. (Bombay: Oxford Univ. Press. 
1947. Pp. 192. 6s.) 


Scuwartz, H. Russia’s postwar economy. (Syracuse: Syracuse Univ. Press. 1947. Pp. 119. $1.) 


Sitz, E. Le relévement économique et financier dela Hollande—un succés du dirigisme. Pub. no. 20. 
(Paris; Centre d’Etudes de Politique Etrangére. 1947. Pp. 101.) 


Economic controls and commercial policy in Nicaragua. Tariff Commission. (Washington: Supt. 
Docs. 1947. Pp. 25. 10c.) 


D German and Japanese industry. Reports published to May 31, 1947. (London: H. M. Stat. 
Off. 1947. 15.) 
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Germany: economic fusion of American and British zones of occupation. Memorandum of Agree. 
ment between the United States of America and the United Kingdom, signed Dec. 2, 1946 
Pub. 2740. Treaties and other internat. acts ser. 1575. (Washington: Dept. of State. 1947 


Pp. 5. Sc.) 

L’économie de la Ruhr. Etude ser. D-1 par la Direction de la Conjoncture de |’Institut Na. 
tional de la Statistique et des Etudes Economiques. (Paris: Presses Univ. de France. 1947, 
Pp. 113.) 


L’ économie de la Sarre. Etude ser. D-2 par la Direction de la Conjoncture de |’Institut Nationa! 
de la Statistique et des Etudes Economiques. (Paris: Presses Univ. de France. 1947. Pp. 147, 


280 fr.) 
Occupation of Germany: policy and progress 1945-46. Dept. of State, pub. 2783, European ser, 
23. (Washington: Supt. Docs, 1947. Pp. viii, 241. 75¢.) 


Report and recommendations of the Joint Philippine-American Finance Commission. With tech- 
nical memorandum, Philippine economic development, prepared by T. HisBEN. 80th Cong., 
ist sess., H. doc. 390. (Washington: Supt. Docs. 1947. Pp. vi, 222.) 


Economic Systems; Postwar Planning 
LANDAUER, C. Theory of national economic planning. (Berkeley: Univ. of California Press. 1947 
Pp. 282. $4.) 
Statistical Methods; Econometrics; Economic 
Mathematics; Accounting 


Smart, L. E. and Arnotp, S. Practical rules for graphic presentation of business statistics 
(Columbus: Ohio State Univ. Bur. of Bus. Research. 1947. Pp. xii, 89. $2.) 

VAN SickLeE, C. L. Cost accounting—fundamentals and procedures. 2nd ed. (New York: Harper 
1947. Pp. ix, 889. $7.50.) 

Vatrer, W. J. The fund theory of accounting and its implications for financial reports. Suppl. to 
Jour. Bus. Univ. Chicago, vol. xx, no. 3., pt. 2. (Chicago: Univ. of Chicago Press. 1947. Pp 
123.) 

Chapter in population sampling. Bur. of the Census. (Washington: Supt. Docs. 1947. Pp. 14! 
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National Income and Product; Income Distribution; 
Consumption Statistics 


Food consumption levels in the United Kingdom. (London: H. M. Stat. Off. 1947. 6d.) 


Business Cycles and Fluctuations 
Morcan, T. Income and employment. (New York: Prentice-Hall. 1947. Pp. xv, 280. $3.25 
Nucent, R., Dewmne, A. S. and ZAHNISER, B. Stabilization of production and employment 
Am. econ. pol. ser. (New Wilmington: Econ. and Bus. Foundation. 1947. Pp. 28. 75¢.) 
Wholesale prices, 1945. Bur. of Lab. Stat., bull. 877. (Washington: Supt. Docs. 1947. Pp. 12! 
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Public Finance; Fiscal Policy; Taxation 
Bioven, R., and others. The meaning of the new tax policy. Transcript no. 482. (Chicag 
Univ. of Chicago Round Table. 1947. Pp. 21. 10¢.) 
Mann, F. C., editor. Studies in public finance and taxation. Voi. 1: Current issues in taxation 
Papers of the 1946 Institute on Federal Taxes. (Washington: American Univ. Press 194/ 
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Subjects: Capital gains and losses; organization of the Treasury for settling tax disputes 


tax problems arising out of separation and divorce; the Clifford regulations; prepare 
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and trial of cases in the Tax Court of the U. S.; tax problems relating to the purchase, sale 
and reorganization of a business; excess profits tax; corporate redistributions; trusts under 
estate and gift taxes; possible changes in tax laws. 


Grants-in-aid and other federal expenditures within the states. (Chicago: Council of State Govern- 
ments. 1947. Pp. 27. $1.) 


Individual income tax reduction act of 1947. With explanation and new pay-as-you-go with- 
holding tables. (New York: Prentice-Hall. 1947. Pp. 44. Apply.) 


International double taxation, Report of the I.C.C. Committee on Taxation, prepared by F. 
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Our national debt after great wars. Nat. debt ser. 1. (New York: Committee on Public Debt 
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Postwar state taxation and finance. Report and recommendations of the tax committee of the 


Council of State Governments. (Chicago: Council of State Governments. 1947. Pp. 38, 
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Money and Banking; Short-Term Credit 
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mittee, prepared by P. Jacossson, Dec., 1946. Brochure no. 104. (Paris: Internat. Chamber 
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International Trade, Finance and Economic Policy 


\GaRWALA, A. N., editor. Position and prospects of India’s foreign trade. (Allahabad: East End 
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Hawrrey, R. G. Bretton Woods—for better or worse. (New York: Longmans, Green. 1947. 
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Torr, W. L. Problems of United States foreign economic policy. Dept. of State pub. 2750, 
comm. ser. 104. (Washington: Supt. Docs. 1947. Pp. 26. 10¢.) 

WEILLER, J. Problémes d’économie internationale: les échanges du capitalisme libéral. (Paris: 
Presses Univ. de France. 1946. Pp. 227. 240 fr.) 


Le controle des changes. Vol. 11, Rapports nationaux: Allemagne, Amérique Latine, Argentine 
et Bulgarie. (Paris: Internat. Stud. Conference. 1947. Pp. 283. 250 fr.) 
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Regulations relating to foreign funds control in the United States. (Basle: Bank for Internat. 
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Second annual report of the director-general to the FAO Conference. (Washington: Food and 
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Bock, B. Small business and regulation of pricing practices. Dept. of Commerce. econ. (small 
business) ser. no. 61. (Washington: Supt. Docs. 1947. Pp. 32. 15¢.) 

Franks, O. Central planning and control in war and peace. Lectures delivered at the London 
School of Economics. (Cambridge: Harvard Univ. Press. Pub. for London School of Econ 
1947. Pp. 61. 75¢.) 

Cartels and combines in the occupied areas: American policy concerning German monopolies and 
dissolution of Japan’s feudal combines. Dept. of State pub. 2889, comm. pol. ser. 103. (Wash- 
ington: Supt. Docs. 1947. Pp. 13. 10¢.) 

Copper policies of the War Production Board and predecessor agencies, May 1940 to November 
1945. Hist. rept. on war administration, WPB, spec. stud. no. 29. (Washington: Civilian 
Prod. Admin., Bur. of Demobilization. 1947. Pp. 198, mimeo.) 

Import policies and programs of the War Production Board and predecessor agencies, May 194) 
to November 1945. Hist. rept. on war administration, WPB, spec. stud. no. 30. (Washington 
Civilian Prod. Admin., Bur. of Demobilization. 1947. Pp. 253, mimeo.) 


Investigation of government patent practices and policies. Report and recommendations of 
attorney general to the President. Vols. I, II, III. Dept. of Justice. (Washington: Supt. Docs 
1947. Pp. vii, 146; 508; 328. 35¢; $1; 65¢.) 


Science and public policy. Vol. 1, A program for the nation. Report to the President by J. % 
Steelman, chairman, The President’s Scientific Research Board. (Washington: Supt. Docs 
1947. Pp. x, 73. 20¢.) 


Industrial Organization; Price and Production 
Policies; Business Methods 


Cornett, W. B. Organization and management in industry and business. 3d ed. (New York: 
Ronald Press. 1947. Pp. 836. $5.) 
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Planning the price structure: economic factors confronting marketing executives. Marketing ser., 
no. 67. (New York: Am. Management Assoc. 1947. Pp. 27. 75¢.) 
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gressional Air Policy Board. (Washington: Aircraft Industries Assoc. 1947. Pp. 32.) 
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annual report, prepared by the Bur. of Transport Econ. and Stat., Interstate Commerce 
Commission. (Washington: Supt. Docs. 1946. Pp. 578. $2.25.) 

Statistics of railways in the United States for the year ended December 31, 1945, Fifty-ninth 
annual report, prepared by the Bur. of Transport Econ. and Stat., Interstate Commerce 
Commission. (Washington: Supt. Docs. 1947. Pp. 608. $2.25.) 


Agriculture; Forestry; Fisheries 


Buacr, J. D. and Corson, C. T. Sugar: produce or import? Carnegie Endowment for Internat, 
Peace, Div. of Econ. and Hist., agric. ser. no. 6. (Berkeley: Univ. of California Press. 1947, 
Pp. 68. Apply.) 

Gotpscumipt, W. As you sow. (New York: Harcourt, Brace. 1947. Pp. xvi, 288. $4.) 

How industrialized farming is changing the American way of life. 

Jones, R. L. History of agriculture in Ontario, 1613-1880. (Toronto: Univ. of Toronto Press, 
1946, Pp. xvi, 420. $4.25.) 

Rosen, J. Wartime food developments in Switzerland. War-peace pamph. no. 9. (Stanford 
University: Food Research Inst. 1947. Pp. v, 104. 50¢.) 


WaLForD, L. A., editor. Fishery resources of the United States. (Washington: Public Affairs Press. 
1947. Pp. 134. $5.) 


The balance sheet of agriculture, 1947. (Washington: Bur. of Agric. Econ., Dept of Agriculture. 
1947, Pp. 67, mimeo.) 
Economic Geography; Regional Planning; 
Urban Land; Housing 


Devon and Cornwall—a preliminary survey. Report of the Survey Committee of the University 
College of the South West, Exeter. (Exeter: A.Wheaton & Co. 1947. Pp. iv, 318. 1£, 11s, 6d.) 


Nonprofit housing projects in the United States. Bur. of Lab. Stat. bull. 906. (Washington: 
Supt. Docs. 1947. Pp. 91. 25¢.) 
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Labor and Industrial Relations 


Bow.ey, A. L. Wages, earnings and hours of work, 1914-1947, United Kingdom. Spec. memo 
no. 50. (London: Exec. Committee of London and Cambridge Econ. Svce. 1947. Pp. 16. 55. 


CaBE, J. C. Foremen’s unions—a new development in industrial relations. Bur. of Econ. and 
Bus. Research bull. no. 65. (Urbana: Univ. of Illinois College of Commerce and Bus. Admin 
1947. Pp. 74.) 


Cuutroo, L. Suitable work under the New York Unemployment Insurance law. Case book oj 
Appeal Board and court decisions. (New York: N. Y. State Unemployment Insurance Ad. 
visory Council. 1947. Pp. 158, mimeo.) 

Ertt, 1. and Reap, T. T. Labor standards and metal mining: a siudy of the effects of the Fair 


Labor Standards act of 1938 on the non-ferrous metal mining industry. (New York: King’s 
Crown Press. 1947. Pp. 81. $1.50.) 


Hatsey, G. D. Handbook of personnel management. (New York: Harper. 1947. Pp. ix, 402. $% 


Jounson, R. W. Or forfeit freedom. (New York: Doubleday. 1947. Pp. xi, 271. $2.50.) 
A book on labor-management relations by the chairman of the board of Johnson and 
Johnson, 


Juctus, M. J. Personnel management. (Chicago: Richard D. Irwin. 1947. Pp. xii, 696. $5.) 


Kaptan, A. D. H. The guarantee of annual wages. (Washington: Brookings Inst. 1947. Pp. ir, 
269. $3.50.) 


Parkin, A. L. The origins of the Russian-Jewish labour movement. (New York: Bloch. 1947 
Pp. 275. $3.50.) 

ScHuLteE, SisTeR M. Y. Wage theories before certain industry committees of the wage and how 
administration. Stud. in econ., vol. 19. (Washington: Catholic Univ. of America Press. 194 
Pp. 341.) 


SuicuTer, S. H. Basic criteria used in wage negotiations. (Chicago: Chicago Assoc. of Commer: 
and Industry. 1947. Pp. 56. 50¢.) 


Taytor, G. W. and Paxson, A. M. A pattern for industrial peace. Am. econ. pol. ser. (New 
Wilmington: Econ. and Bus. Foundation. 1947. Pp. 15. 75¢.) 


Z1sMAN, J. Workmen’s compensation and the protection of seamen. Bur. of Lab. Stat., bull. 8 
(Washington: Supt. Docs. 1946. Pp. 93. 20¢.) 


Digest and index of decisions of the National Labor Relations Board. Vols. 46-70. (Washington 
Supt. Docs. 1947. Pp. 948. $2.50.) 


Directory of labor unions in the United States, national and international unions, state labr 
organizations and union research directors, May 1947. Bur. of Lab. Stat., bull. 901. (Wash- 
ington: Supt. Docs. 1947. Pp. 30. 10¢.) 


Economics of minimum wage legislation. Report of Committee on Economic Policy. (Washing: 
ton: Chamber of Commerce. 1947. Pp. 41. 50¢.) 


First annual report of the director of the Institute of Industrial Relations, University of Toront 
(Toronto: Univ. of Toronto Inst. of Indus. Relations. 1947. Pp. 16.) 


Guaranteed wage or employment plans. Bur. of Lab. Stat., bull. 906. (Washington: Supt. Doss 
1947. Pp. 17. 15¢.) 


Labor laws and their administration, 1946. Proceedings of 29th convention of Internation 
Association of Governmental Labor Officials, Milwaukee, Sept. 30-Oct. 2, 1946. Labo 
Standards Div. bull. 88. (Washington: Supt. Docs. 1947. Pp. 194. 40¢.) 


The miners’ case and the public interest. Adocumented chronology by E. A. Wreck with intr 
duction by M. von Kieeck. (New York: Russell Sage Foundation. 1947. Pp. 92. 50¢ 
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Social Insurance; Relief; Pensions; Public Welfare 


Keity, M. A. and Benjamin, H. C. Social security. Selected list of references on unemploy- 
ment, old age and survivors’ and health insurance. Rev. ed., bibliog. ser. no. 78. (Princeton: 
Princeton Univ. Indus. Relations Sec. 1947. Pp. 60. 75¢.) 

Rapomskt, A. L. Work relief in New York State, 1931-1935. (New York: King’s Crown Press. 
1947. Pp. xi, 332. $3.50.) 

Problems of social security. Report I of the preparatory Asiatic regional conference of the 
International Labour Organisation. (New Delhi: Internat. Lab. Office. 1947. Pp. iii, 123.) 


Consumption; Cooperation 
Fow.er, B. B. The co-operative challenge. (Boston: Little, Brown. 1947. Pp. 265. $2.75.) 
Population; Migration; Vital Statistics 
Kirk, D. Europe’s population in the interwar years. League of Nations econ. and fin pub. 1946. 
[1.A.8. (Princeton: League of Nations. 1946. Pp. xii, 307. $4; paper, $3.50.) 


Les transferts internationaux de populations. Etude ser. B-2 pub. par 1a Direction de la Con- 
joncture de |’Institut National de la Statistique et des Etudes Goctnnitabin: (Paris: Presses 
Univ. de France. 1946. Pp. 556. 600 fr.) 

Postwar problems in migration. Papers presented at the Round Table on Population Problems, 
Milbank Memorial Fund Conference, Oct. 29-30, 1946. (New York: Milbank Memorial 
Fund. 1947. Pp. 173. $1.) 


Unclassified Items 


Cox, U. L. Wealth through education. (New York: Stephen-Paul Pubs. 1947. Pp. xiv, 331. 
$3.75.) 

Mayo, E. The political problem of industrial civilization: I, The modernization of primitive com- 
munity; 11, Change and its social consequences. Lectures delivered at a Conference on Human 
Relations and Administration, May, 1947. (Cambridge: Harvard Univ. Grad. School of 
Bus. Admin. 1947, Pp. 26. 50¢.) 
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Economic Theory; General Works 


BernAcer, G. Sobre la concepcién keynesiana. Trimestre Econ., July-Sept., 1947. Pp. 25. 

Buium, F. H. Marginalism and economic policy. Am. Econ. Rev., Sept., 1947. Pp. 7. 

Coase, R. H. The marginal cost controversy: some further comments. Economica, May, 1947 
Pp. 4. 

Exuiort, G. A. The significance of the general theory of employment, interest and money. Canadian 
Jour. Econ. and Pol. Sci., Aug., 1947. Pp. 7. 

FELLNER, W. Prices and wages under bilateral monopoly. Quart. Jour. Econ., Aug., 1947, Pp. 30, 

LACHMANN, L. M. Complementarity and substitution in the theory of capital. Economica, May, 
1947. Pp. 12. 

MacxintosH, W. A. Keynes as a public servant. Canadian Jour. Econ. and Pol. Sci., Aug., 
1947. Pp. 5. 

Marrama, V. Some observations on Professor Lange’s analysis. Economica, May, 1947. Pp. 14. 

Norpin, J. A. The marginal cost controversy: a reply. Economica, May, 1947. Pp. 16. 

PreTraNneRA, G. La teoria del valore-lavoro nell’economia capitalistica, II, Critica Econ., Apr., 
1947. Pp. 27. 

Piumptre, A. F. W. Keynes in Cambridge. Canadian Jour. Econ. and Pol. Sci., Aug., 1947 
Pp. 6. 

Roy, R. La distribution du revenu entre les divers biens. Econometrica, July, 1947. Pp. 21. 

Ruerr, J. The fallacies of Lord Keynes’ general theory. Quart. Jour. Econ., May, 1947. Pp. 25. 

Satomon, A. Karl Mannheim, 1893-1947. Soc. Research, Sept., 1947. Pp. 15. 

Stricter, G. J. Stuart Wood and the marginal productivity theory. Quart. Jour. Econ., Aug., 
1947. Pp. 10. 

Trim, M. F. John Maynard Keynes. Canadian Jour. Econ. and Pol. Sci., Aug., 1947. Pp. 3 

TINBERGEN, J. Some problems in the explanation of interest rates. Quart. Jour. Econ., May, 
1947. Pp. 42. 

Woottey, H. B. The general elasticity of demand. Econometrica, July, 1947. Pp. 5. 


Economic History 
Hayter, E. W. The patent system and agrarian discontent, 1875-1888. Mississippi Valley Hist. 
Rev., June, 1947. Pp. 24. 
LENNARD, R. The economic position of Domesday Sakemen. Econ. Jour., June, 1947. Pp. 17. 


National Economies 


Bauer, P. T. Malayan rubber policies. Economica, May, 1947. Pp. 27. 

BEIGEL, E. France moves toward national planning. Pol. Sci. Quart., Sept., 1947. Pp. 17. 

BRESCIANI-TURRONI, C. Foreign loans and Italian economy. Rev. Econ. Conditions in Italy, 
May, 1947. Pp. 9. 

Coppota D’ANNA, F. Economic progress and capital invesiments. Rev. Econ. Conditions in 
Italy, July, 1947. Pp. 12. 

Cowan, H. I. France: wage trends and wage policies, 1938-47. Mo. Lab. Rev., Aug., 1947. 
Pp. 9. 

FRANKEL, S. H. Whither South A frica?—an economic approach. So. African Jour. Econ., Mar., 
1947. Pp. 13. 

Hoop, A. L. Great Britain’s economic problem. Harvard Bus. Rev., Autumn, 1947. Pp. 12 

Kravis, I. B. and Mintzes, J. Soviet Union: trends in prices, rations, and wages. Mo. Lab 
Rey., July, 1947. Pp. 8. 

Paisu, F. W. The finance of reconstruction. London and Cambridge Econ. Service, Feb. 10, 
1947. Pp. 6. 
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Prvxney, D. H. Nationalization of key industries and credit in France after the liberation. Pol. 
Sci. Quart., Sept., 1947. Pp. 13. 
Revusens, E. Small-scale industry in Japan. Quart. Jour. Econ., Aug., 1947. Pp. 28. 
Ronerts, D. T. The Dutch-Belgian economic union. For. Affairs, July, 1947. Pp. 3. 
SarACENO, P. La reconstruction industrielle en Italie. Critica Econ., Apr., 1947. Pp. 16. 
ScHOKKING, J. J. The Netherlands in a changing world. Internat. Affairs, July, 1947. Pp. 14. 
ScuweitzeR, A. On depression and war: nazi phase. Pol. Sci. Quart., Sept., 1947. Pp. 33. 
Argentina’s planned economy and world trade. Am. Perspective, June, 1947. Pp. 18. 


Economic Systems; Postwar Planning 
BAERWALD, F. The economics of control: a clarification of its fundamental aspects. Rev. Soc. 
Economy, No. 1, 1947. Pp. 14. 


Cutepner, B. S. Reconstruction des économies nationales. Rev. d’Econ. Pol., Mar.-Apr., 1947. 
Pp. 19. 


Cronin, J. F., s.s. Implementing the social encyclicals in the American economy. Rev. Soc. 
Economy, No. 1, 1947. Pp. 18. 


Hicks, J. R. World recovery after war—a theoretical analysis. Econ. Jour., June, 1947. Pp. 14. 
Lask1, H. J. The crises in our civilization. For. Affairs, Oct., 1947. Pp. 16. 


Murpuy, M. E. The role of the Fabian society in British affairs. So. Econ. Jour., July, 1947. 
Pp. 11. 


Watkins, F. M. Proudhon and the theory of modern liberalism. Canadian Jour. Econ. and Pol. 
Sci., Aug., 1947. Pp. 7. 


Statistical Methods; Econometrics; Economic 
Mathematics; Accounting 

Burr, S. S. Problems in providing adequate statistics on business profits. Jour. Am. Stat. Assoc., 
Sept., 1947. Pp. 7. 

Eakin, F. The use of accounting in the inter pretation of economic data. Jour. Accountancy, Aug., 
1947. Pp. 5. 

Goopwin, R. M. Dynamical coupling with especial reference to markets having production lags. 
Econometrica, July, 1947. Pp. 24. 

Hurwicz, L. Some problems arising in estimating economic relations. Econometrica, July, 1947. 
Pp. 5. 

Lanc, T. Concepts of cost, past and present. N.A.C.A. Bull., July 15, 1947. Pp. 14. 

May, G. O. The future of the balance sheet. Jour. Accountancy, Aug., 1947. Pp. 3. 

Mriter, W. W. Costs for plans and policies. N.A.C.A. Bull., Sept. 15, 1947. Pp. 10. 

Norpin, J. A. Note on a light plant’s cost curves. Econometrica, July, 1947. Pp. 5. 

Scowartz, H. On the use of Soviet statistics. Jour. Am. Stat. Assoc., Sept., 1947. Pp. 6. 


National Income and Product; Income Distribution; 
Consumption Statistics 


Encte, N. H. Wages, prices, and profits. Jour. Bus. Univ. Chicago, July, 1947. Pp. 10. 


Evans, W. D., CornFiexp, J. and Horrenserc, M. American economy under full employment: 
@ pattern for 1950. Dun’s Rev., July, 1947. Pp. 3. 


“a Requirements of productive capacity under full employment. Dun’s Rev., Sept., 1947. 
»p. 3. 


Jasny, N. Intricacies of Russian national-income indexes. Jour. Pol. Econ., Aug., 1947. Pp. 24, 
Leontierr, W. Wages, profits, prices, and taxes. Dun’s Rev., June, 1947. Pp. 3. 

Corporate profits in 1946. Survey Current Bus., June, 1947. Pp. 2. 

National product and income in the first half of 1947. Survey Current Bus., Aug., 1947. Pp. 3. 
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Revision of national income and product statistics. Fed. Res. Bull., Sept., 1947. Pp. 9. 

Survey of consumer finances: Pt. II, Consumer incomes and liquid asset holdings; Pt. III, Con- 
sumer saving in 1946 and ownership of selected nonliguid assets. Fed. Res. Bull., July and 
Aug., 1947. Pp. 14; 11. 


Business Cycles and Fluctuations 


BURKHEAD, J. V. Full employment and interest—free borrowing. So. Econ. Jour., July, 1947, 
Pp. 13. 
CiarK, J. D. Can government influence business stability? Jour. Finance, Apr., 1947. Pp. 11, 


Dosrovotsky, S. P. The effect of replacement investment on national income and employment, 
Jour. Pol. Econ., Aug., 1947. Pp. 7. 

Haun, L. A. Wage flexibility upwards. Soc. Research, June, 1947. Pp. 20. 

Hansen, A. H. Cost functions and full employment. Am. Econ. Rev., Sept., 1947. Pp. 14. 

Hoyt, H. The effect of cyclical fluctuations upon real estate finance. Discussion by L. Grester, 
Jour. Finance, Apr., 1947. Pp. 14. 

MrraBELLA, G. Vie d’uscita dall’inflazione. Critica Econ., June, 1947. Pp. 20. 

Suaw, E. S. Burns and Mitchell on business cycles. Jour. Pol. Econ., Aug., 1947. Pp. 18, 

SLicHTER, S. H. Is a recession necessary? Dun’s Rev., Aug., 1947. Pp. 4. 

Trvtner, G. Une théorie “simple’’ des fluctuations économiques. Rev. d’Econ. Pol., Mar.-Apr., 
1947. Pp. 7. 

Ursany, Y. Chronique de la conjoncture économique de la Belgique. Bull. de |’Inst. de Recherches 
Econ. et Soc., Dec., 1946. Pp. 58. 

Vazquez, E. G. Las causas de la inflacién. Rev. de Ciencias Econ., Jan., 1947. Pp. 8. 

Vintnc, R. Measuring state and regional business cycles. Jour. Pol. Econ., Aug., 1947. Pp. 6, 


Public Finance; Fiscal Policy; Taxation 


BRADLEY, W. L. Taxation of cooperatives. Harvard Bus. Rev., Autumn, 1947. Pp. 11. 

Brown, E. C. Pay-as-you-go corporate taxes? Am. Econ. Rev., Sept., 1947. Pp. 4. 

Hovcuton, D. H. Changing emphasis in public finance. So. African Jour. Econ., Mar., 1947 
Pp. 28. 

KauPer, P. G. Significant developments in the law of federal taxation, 1941-47: I. Michigan Law 
Rev., Apr., 1947. Pp. 20. 

Sarre, G. E. Federal financing in the United States, 1941-46. So. African Jour. Econ., Mar., 
1947. Pp. 26. 

Smmons, E. C. The position of the Treasury bill in the public debt. Jour. Pol. Econ., Aug., 1947. 
Pp. 13. 

VeveL, G. Impét et emprunt. Rev. d’Econ. Pol., Mar.-Apr., 1947. Pp. 57. 

WESTERFIELD, R. B. Abandon savings bond issues! Commercial and Financial Chronicle, Oct. 
9, 1947. Pp. 3. 

Debt retirement and bank credit. Fed. Res. Bull., July, 1947. Pp. 12. 


Money and Banking; Short-Term Credit 


DaveEr, E. A. Radical changes in industrial banks. Harvard Bus. Rev., Autumn, 1947. Pp. 16 

RevtTER, P. La création des francs coloniaux dans l’union francaise. Openbare Financién, No. 5, 
1947. Pp. 22. 

SAuLNiER, R. J. Institutional changes affecting the exercises of monetary control. Rev. Soc 
Economy, No. 1, 1947. Pp. 16. 

———. The financial research program of the National Bureau of Economic Research. Jout. 
Finance, Apr., 1947. Pp. 9. 

Scumipt, C. H. Member bank loans to small business. Fed. Res. Bull., Aug., 1947. Pp. 14. 
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Sneuons, E. C. The role of selective credit control in monetary management. Am. Econ. Rev., 
Sept., 1947. Pp. 8. 

YouNGDAHL, R. The structure of interest rates on business loans at member banks. Fed. Res. 
Bull., July, 1947. Pp. 16. 


International Trade, Finance and Economic Policy 
\rLEN, R. G. D. Mutual aid between the U.S. and the British Empire. Jour. Royal Statis. Soc., 
Pt. III, 1946. Pp. 35. 
Bau, G. Wool in the world economy. With discussion. Jour. Royal Statis. Soc., Pt. III, 1946. 
Pp. 64. 
Crick, W. F. Free trade and planned economy. So. African Jour. Econ., Mar., 1947. Pp. 7. 


CrowLey, N. G. and Happon-Cave, C. P. The regulation and expansion of world trade and 
employment. Econ. Record, June, 1947. Pp. 17. 

FriscH, R. On the need for forecasting a multilateral balance of payments. Am. Econ. Rev., Sept., 
1947. Pp. 17. 

GuckMAN, D. L. The British imperial preference system. Quart. Jour. Econ., May, 1947. Pp. 32. 

Harris, S. E. Dollar scarcity: some remarks inspired by Lord Keynes’ last article. Econ. Jour., 
June, 1947. Pp. 14. 

IyArritu, A. L. La inversion directa y Bretton Woods. Trimestre Econ., July-Sept., 1947. Pp. 16. 

Intow, B. Japan’s “special trade” in North China, 1935-37. Far Eastern Quart., Feb., 1947. 
Pp. 29. 

Kaun, A. E. The British balance of payments and problems of domestic policy. Quart. Jour. Econ., 
May, 1947. Pp. 29. 

Knapp, J. B. and TamaGna, F. M. Sterling in multilateral trade. Fed. Res. Bull., Sept., 1947. 


Pp. 

Knox, F. A. Canada’s balance of international payments, 1940-45. Canadian Jour. Econ. and 
Pol. Sci., Aug., 1947. Pp. 18. 

Matiory, W. H. The open door in China: a reappraisal. For. Affairs, Oct., 1947. Pp. 14. 

McCuoy, J. J. The International Bank and how it functions. Dun’s Rev., July, 1947. Pp. 4. 

Ropu, E. R. The burden of import duties with fixed exchange rates. Am. Econ. Rev., Sept., 1947. 
Pp. 29. 

ScHULLER, R. Foreign trade policies of the United States and Soviet Russia. Soc. Research, Junes 
1947. Pp. 13. 

Scott, R. H. Bretton Woods. Econ. Record, June, 1947. Pp. 9. 

VarGA, E. Anglo-American rivalry and partnership: a Marxist view. For. Affairs, July, 1947. 
Pp. 13. 

VittarD, O. G. Removal of Canadian-American tariff barriers. Dun’s Rev., July, 1947. Pp. 2. 

WaticH, H. C. La banca central en una economia de exportacién: el proyecto cubano. Trimestre 
Econ., July-Sept., 1947. Pp. 49. 

YounG, J. P. Exchange rate determination. Am. Econ. Rev., Sept., 1947. Pp. 15. 

International transactions during the first quarter of 1947. Survey Current Bus., June, 1947. Pp. 4. 

Le début du fonds monétaire international. Rev. d’Econ. Pol., Mar.—Apr., 1947. Pp. 7. 

lhe British crisis. Fed. Res. Bull., Sept., 1947. Pp. 11. 


Business Finance; Insurance; Investments; 
Securities Markets 


Hammonn, B. The Chestnut Street raid on Wall Street, 1839. Quart. Jour. Econ., Aug., 1947, 
Pp. 14. 


Jones, H. Investment prospects. Jour. Finance, Apr., 1947. Pp. 19. 


Ketcuum, M. D. Investment management through formula timing plans. Jour. Bus. Univ. 
Chicago, July, 1947. Pp. 14. 
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McFerrin, J. B. Resources for financing industry in the south. So. Econ. Jour., July, 1947. 
Pp. 17. 


Rosa, R. V. Some small business problems indicated by the industrial loan experience of the 
Federal Reserve Bank of New York. Jour. Finance, Apr., 1947. Pp. 10. 


Tuompson, D. S. Nonfarm real estate finance. Jour. Finance, Apr., 1947. Pp. 17. 


ZINNER, S. M. The contribution of commercial receivable companies and factors to financing small 
and medium-sized business. Jour. Finance, Apr., 1947. Pp. 15. 


Public Control of Business; Public Administration; 
National Defense and War 


ANGEL, A. D. British use of public corporations. Soc. Research, Sept., 1947. Pp. 11. 

Brown, W. F. The Federal Trade Commission and false advertising: I. Jour. Marketing, July, 
1947. Pp. 9. 

GretuHer, E. T. The Federal Trade Commission versus resale price maintenance. Jour. Market- 
ing, July, 1947. Pp. 13. 


Jounaux, L. Le réle du Conseil Economique. Rev. Francaise du Travail, Aug., 1947. Pp. 7, 
Rrer.er, W. W. Our economic contribution to victory. For. Affairs, Oct:, 1947. Pp. 14, 


Ucarte, S. La intervencién del Estado en el proceso econémico. Rev. de Ciencias Econ., Jan, 
1947. Pp. 14. 


WriuraMs, J. H. Economic lessons of two world wars. For. Affairs, Oct., 1947. Pp. 21. 


Industrial Organization; Price and Production Policies; 
Business Methods 


Grecory, P. M. A theory of purposeful obsolescence. So. Econ. Jour., July, 1947. Pp. 23. 

Mace, M. L. Management assistance for small business. Harvard Bus. Rev., Autumn, 1947. 
Pp. 8. 

Mayer, K. Small business as a social institution. Soc. Research, Sept., 1947. Pp. 18. 


Marketing; Domestic Trade 


Hazan, R. S. Interstate tax barriers to marketing. Jour. Marketing, July, 1947. Pp. 8. 


Hevsner, W. W., Dootey, C. M., Hucues, G. A., Waite, P. Marketing research in American 
industry: II. Jour. Marketing, July, 1947. Pp. 13. 


Mining; Manufacturing; Construction 
Horcuxiss, W. O. Our declining mineral reserves. Yale Rev., Autumn, 1947. Pp. 11. 


Transportation; Communication; Public Utilities 


Hytren, T. Some problems of Australian transport development. Econ. Record, June, 1947, 

Pp. 15. 
Agriculture; Forestry; Fisheries 

Boutprnc, K. E. Economic analysis and agricultural policy. Canadian Jour. Econ. and Pol. 
Sci., Aug., 1947. Pp. 11. 

Row ey, S. The relation between farm incomes and farm costs expressed in equations. Econ. 
Record, June, 1947. Pp. 8. 

Samuets, L. H. Aspects of “controlled” marketing in the Union. So. African Jour. Econ., Mar., 
1947. Pp. 13. 

Taytor, C. T. Some economic consequences of federal aid and subsidies to southern agriculture 
So. Econ. Jour., July, 1947. Pp. 12. 


WALL, J. E. The world food situation. Internat. Affairs, July, 1947. Pp. 10. 
The position of agriculture in mid-1947. Fed. Res. Bull., Aug., 1947. Pp. 11. 
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Labor and Industrial Relations 


NortHRuP, H. Collective bargaining by air-line pilots. Quart. Jour. Econ., Aug., 1947. Pp. 44. 

Ross, A. M. The trade union as a wage-fixing institution. Am. Econ. Rev., Sept., 1947. Pp. 23. 

RoTTENBERG, S. Jntra-union disputes over job control. Quart. Jour. Econ., Aug., 1947. Pp. 21. 

Wirre, E. E. Labor-management relations under the Taft-Hartley act. Harvard Bus. Rev., 
Autumn, 1947. Pp. 22. 

La nouvelle loi sur les relations industrielles aux U.S.A. Rev. Francaise du Travail, Aug., 1947. 
Pp. 8. 
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Hurcuinson, E. P. and Rusin, E. Estimating the resident alien population of the United States. 
Jour. Am. Stat. Assoc., Sept., 1947. Pp. 16. 
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NOTES 
Hart 
The annual meeting of the American Economic Association will be held at the Hotel Shera. Hart 
ton, formerly the Continental] Hotel, in Chicago, Illinois, December 28-31, 1947. A preliminary Hell 
program was announced in the September number and a more complete program has been sent Hell 
to all members with the ballot for the election of officers for the coming year. Herr 
The following persons have recently become members of the AMERICAN Economic Asso. Hine 
CIATION: 
0 
Adrean, T. H., 417 ? Coronado Terrace, Los Angeles 26, Calif. Holz 
Alvis, V. Q., Sabot, Va. Hors 
Anderson, G. K., Dept. of Economics, University of Wisconsin, Sterling Hall, Madison 6, Wis, Hu, ! 
Austin, R. C., Austin Co., Greenville, Tenn. Hull 
Babione, F. A., 140 Hartswick Ave., State College, Pa. Kanl 
Balling, F. K., Boston College, Chestnut Hill, Boston, Mass. King 
Barrett, R. L., 219 South 81st St., Birmingham 6, Ala. Kops 
Bean, L. H., 3714 North Randolph St., Arlington, Va. Kron 
Belfer, N., Dept. of Economics, Brooklyn College, Brooklyn 10, N. Y. Land 
Bissell, Miss M. J., Box 188, Suffield, Conn. Lave 
Blood, A. K., 145 North Princeton, Lynchburg, Va. Levir 
Bloom, M., 1727 North Fairfax Drive, Arlington, Va. Levi 
Bogard, Mrs. A. J., 1416 East 7th St., Tucson, Ariz. Levit 
Boles, J. N., 4441—47th St., San Diego 5, Calif. Levi 
Bolles, J. J., 77 West 8th Ave., Columbus, Ohio Loew 
Bollinger, W. L. M., College of Idaho, Caldwell, Idaho Lutfa 
Brandis, R., National Cotton Council, 1406 G St., N. W., Washington 5, D. C. Mack 
Brunner, Miss T. M., 2111 Massachusetts Ave., N.W., Washington 8, D. C. Mary 
Bryson, W. O., Jr., Morgan State College, Baltimore 12, Md. Math 
Burtle, J. L., 4850 Greenwood Ave., Chicago 15, Ill. McE) 
Carson, D., 6204 North Hoyne, Chicago 45, Ill. McM 
Castillo, E., 110 Tullamore Road, Garden City, Nassau Co., N. Y. Meye 
Cohn, S. H., 6608 University Ave., Chicago 37, Il. Mulle 
Cooke, B. M., University of Minnesota, Room 308—Vincent Hall, Minneapolis, Minn. Nam 
Coons, A. E., Dept. of Economics, Ohio State University, Columbus 10, Ohio. Nelso 
Creamer, J. T., Jr., Fairfield University, Fairfield, Conn. Nelso 


Davenport, F. P., St. Mary’s College, St. Marys, Calif. 


Deinzer, H. T., College of Business Administration, University of Florida, Gainesville, Fla Norby 
Dilley, J. W., 159 Emerson, Palo Alto, Calif. Mir 
Dolezel, I. K., Brezinova 33, Brno 16, Czechoslovakia Okud: 
Donner, O., 6301 Brookville Road, Chevy Chase, Md. ‘ 

Doyle, G. A., Marymount College, Tarrytown, N. Y. Osber 
Dyche, D. H., Economics Dept., University of Texas, Box 2103, Univ. Sta., Austin 12, Tex Paust: 
Eggers, M. A., Waverly Road, Indian Neck, Branford, Conn, Im 
Emmer, R. E., 1000 Park Ave., Utica, N. Y. Perry, 
Falick, A. M., 626 South Cicero Ave., Chicago 44, Ill. Peters 
Fanton, C. R., 17234 South Westmoreland Ave., Los Angeles 6, Calif. Philliy 
Firey, Miss J. A., 4549—15th St., N.E., Seattle 5, Wash. Platt, 
Garg, K. S., Post Box 2, Ajmer, India Prasot 
Gelfand, J. E., 711 Eastern Pkwy., Brooklyn 13, N. Y. Reube 
Goldin, H. H., 1437 Somerset Place, N.W., Apt. 207, Washington 11, D. C. ichai 
Gorinson, M., 2511—14th St., N.E., Washington 18, D.C. River 
Gould, J. M., 13 West 88th St., New York, N. Y. Rivet, 
Greenfield, H., 534 West 124th St., New York 27, N. Y. Robin: 
Grimes, B. E., 56 West Winter St., Delaware, Ohio osen 
Gutierrez, L., 1234 Drummond St., Apt. 6, Montreal, Canada Ross, | 
Guttman, B., 3033—16th St., N.W., Apt. 107, Washington 9, D. C, Ross, | 


Handlin, Miss S., 1862 East 9tb St., Brooklyn 23, N. Y. 
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Hannington, I., University of Michigan, 209 Winchell House, Ann Arbor, Mich. 

Hart, A. L., 141-24-—79th Ave., Flushing, L. I., N. Y. 

Hartley, A. E., Nannup State School, Nannup, Western Australia 

Hellberg, A. T., Baltzarsgatan 29, Malmo, Sweden 

Hellebrandt, E. T., College of Commerce, Ohio University, Athens, Ohio 

Herrmann, O. W., 4313 Elm St., Chevy Chase, Md. 

Hines, H. H., 32 Conant Hall, Oxford St., Cambridge 38, Mass. 

Hogg, M. W., 6029 Dorchester Ave., Chicago 37, TIl. 

Holdren, B. R., 711 East 19th St., Anderson, Ind. 

Holzman, Miss M., 66 Verndale St., Brookline, Mass. 

Horsfall, G., 58 Long Lane, Dalton, Huddersfield, Yorkshire, England 

Hu, S.-T., 1105 West Clark St., Urbana, Til. 

Hull, A. N., College of Business Administration, University of Arkansas, Fayetteville, Ark. 

Kankam, J. F., Wilberforce University, Wilberforce, Ohio 

Kingsbury, L. M., Economics Dept., Mohawk College, Utica, N. Y. 

Kopanitsas, D. E., Trinity College, Cambridge, England 

Kronish, S. J., 177 Boiling Spring Ave., East Rutherford, N. J. 

Landreth, E. H., Unit P-18 University Village, Minneapolis, Minn. 

Layer, R. G., 50 Irving St., Cambridge 38, Mass. 

Levin, H. J., 93-11—68th Ave., Forest Hills, N. Y. 

Levin, T. H., Commerce Associates, 318 Kellogg Bldg., Washington 4, D. C. 

Levinsohn, J. L., 1870 Pacific Ave., San Francisco, Calif. 

Levinson, D., University of Wisconsin, University Club, Madison, Wis. 

Loewy, H., 3919—Sth St., N., Arlington, Va. 

Lutfalla, G., 21 Place des Vosges, Paris, France 

MacFarlane, D. L., Box 200, Macdonald College, Que., Canada 

Mary Gregoria, Sister, Mundelein College, Chicago, Il. 

Mathiasen, Miss M., 540 West 122nd St., New York 25, N. Y. 

McEvoy, R. H., 11564 East 61st St., Chicago 37, Il. 

McMartin, A., 64 Lisgar St., Merrylands, N.S.W., Australia 

Meyers, A. C., Jr., 6337 Bancroft, St. Louis 9, Mo. 

Muller, Mrs. L. P., 6200 Greene St., Philadelphia 44, Pa. 

Namias, Mrs. J., 80 Seaman Ave., New York 34, N. Y. 

Nelson, J. R., 61 South Professor St., Oberlin, Ohio 

Nelson, Mrs. Roger S., 1530—16th St., N.W., Apt. 108, Washington 9, D. C. 

Nimer, D. A., 5638 Blackstone Ave., Chicago 37, Iil. 

Norby, J. C., School of Business Administration, University of Minnesota, Minneapolis 14, 
Minn. 

Okuda, K., Franklin and Marshall College, Lancaster, Pa. 

Olm, K. W., 1706 East Silver, Albuquerque, N. M. 

Osberger, J. L., 3466 Bevis Ave., Cincinnati 7, Ohio 

Paustian, P. W., 29 Audubon PI., Tuscaloosa, Ala. 

Perlman, I., 1854—68th St., Brooklyn 4, N. Y. 

Perry, L. B., Pomona College, Claremont, Calif. 

Peterson, J. M., 6406 South Harper Ave., Chicago 37, Ill. 

Phillips, R. E., ESS, GHQ, FEC, A.P.O. 500, c/o Postmaster, San Francisco, Calif. 

Platt, S. K., 2002 West Lake of the Isles Blvd., Minneapolis, Minn. 

Prasow, P., 7311 Rindge Ave., Playa del Rey, Calif. 

Reubens, E. P., Dept. of Economics, Cornell University, Goldwin Smith Hall, Ithaca, N. Y. 

Richardson, R. C., Economics Dept., University of Utah, 231 Annex, Salt Lake City, Utah 

Rivera, H. J., University of Puerto Rico, Rio Piedras, P. R. 

Rivet, Miss K. B., 2530 Que St., N.W., Washington, D. C. 

Robinson, M. A., Economics Dept., Ohio State University, Commerce Bldg., Columbus, Ohio 

Rosenbaum, D., 1334—19th St., N.W., Washington, D. C. 

Ross, R. A., Jr., Norwalk Ave., Westport, Conn. 

Ross, W. D., K-3-D University Apts., Durham, N. C. 

Schirber, M. E., St. John’s University, Collegeville, Minn. 
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Schmidt, W. S., Dept. of Economics, University of Pittsburgh, Pittsburgh 13, Pa. 

Schoggen, J. G., School of Business, University of Kansas, Lawrence, Kans. 

Schurman, B., 676 East 3rd St., Brooklyn, N. Y. 

Small, A. H., 4109 Russell Ave., Mt. Rainier, Md. 

Small, Mrs. A. H., 4109 Russell Ave., Mt. Rainier, Md. 

Smelker, M., 5025 Baltimore Ave., Washington 16, D. C. 

Smelker, Mrs. M., 5025 Baltimore Ave., Washington, D. C. 

Soper, G., 55 Randall Road, S.E., Washington, D. C. 

Springborn, F. L., 1437 White, Ann Arbor, Mich. 

Stearn, S. C., 3300 Tyler Ave., Detroit 6, Mich. 

Stewart, A. D., c/o Socony-Vacuum Oil Co., 26 Broadway, New York, N. Y. 

Struble, D. K., 424 East College Ave., State College, Pa. 

Suits, D. B., Dept. of Economics, University of Michigan, Ann Arbor, Mich. 

Sutker, M., Lynwood Hall, Menomonie, Wis. 

Suviranta, B., Bank of Finland, Helsinki, Finland 

Thomson, N. B., Box 576, State College, Pa. 

Tolman, Miss E. B., Wellesley College, Cedar Lodge, Wellesley, Mass. 

Tomber, M. W., 275 Central Park West, New York 24, N. Y. 

Tompkins, R. W., 419 Que St., N.W., Washington 1, D. C. 

Tracy, T. G., University of Missouri, B. and P. A. Bldg., Columbia, Mo. 

Vogt, G. L., Jr., 37 West Greenwood Ave., Lansdowne, Pa. 

Walker, C. E., 1513 A Enfield Road, Austin, Tex. 

Willett, E. R., Northeastern University, 360 Huntington Ave., Boston, Mass. 

Williams, R. M., College of Business Administration, University of California, Los Angeles 24, 
Calif. 

Wirpel, S. W., Airlines Negotiating Conf., 36 West 44th St., New York 18, N. Y. 

Witney, F., Dept. of Economics, Indiana University, Bloomington, Ind. 

Wyckoff, Miss V., New York University, Room 838—East Bldg., Washington Square College, 
Washington Square, New York, N. Y. 

Yu, C.-H., 30 Divinity Hall, Cambridge, Mass. 

Yuan, S. C., 318 West 106th St., Apt. 4 R. New York 25, N. Y. 


The International Institute of Public Finance held its first postwar international meeting 


September 8-10, 1947 at the Peace Palace in the Hague, Netherlands. The International J 
Association of Financial and Fiscal Legislation joined the meeting. The chief subject of dis- 1 
cussion was The Financing of the Reconversion and Recovery after the War. Details of the , 
meeting may be procured from the General Secretary of the Nederlandsch Institut voor = 
Openbare Financién, 7, Hovistraat, The Hague, Netherlands. , 
Edward D. Allen, associate professor of public finance at Iowa State College, died July 24, L 
1947. Dr. Allen, as senior author with O. H. Brownlee, had just completed a manuscript fora J 
forthcoming book, Economics of Public Finance. Thr 
Kenneth Duncan, professor of economics and chairman of the department of economics at F 
Pomona College, died September 23, 1947. Uni 
Herman Feldman, professor of industrial relations at the Amos Tuck School of Busines: V 
Administration, Dartmouth College, died suddenly October 16, 1947. prot 
John M. Redpath died August 11, 1947. R 
Leo Rogin, professor of economics at the University of California, Berkeley, died July 2!, P 
1947 after a long illness. ° 
Appointments and Resignations year 
Walter Abraham, formerly instructor at Yale University, is assistant professor of economics 7 
at Michigan State College. : 
Gardner Ackley has been promoted to the rank of associate professor of economics at the ; 


University of Michigan. 
Charles A. Acton has joined the staff of the Bureau of Business Research, University of 
Kentucky. 
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John H. Adler, who has been in Austria two years acting as deputy chief of the Finance 
Division of the United States Element of the Allied Commission for Austria, has been appointed 
economist in the research department of the Federal Reserve Bank of New York. 

Carl A. Anderson has been appointed instructor in accounting at the University of Florida. 

Kenneth M. Anderson has joined the faculty of the University of Minnesota as instructor in 
economics. 

David H. Arbeit has been appointed part-time instructor of economics, School of Commerce, 
Accounts, and Finance, New York University. 

Willard Ash has been appointed instructor in statistics in the College of Business and Public 
Administration, University of Maryland. 

Arthur G. Ashbrook, formerly instructor at the Massachusetts Institute of Technology, has 
been appointed assistant professor at Duke University. 

Karl E. Ashburn, has been appointed professor of economics at the Agricultural and Me- 
chanical College of Texas. 

L. D. Ashby has been appointed assistant professor of economics at the University of North 
Carolina. 

C. A. Ashley has resumed his work as professor of economics at the University of Toronto 
after a year’s leave of absence. 

Roy Ashmen, formerly head of the marketing department at the American Institute of 
Foreign Trade, at Thunderbird Field, Phoenix, Arizona, has been appointed visiting associate 
professor of marketing at the University of Kansas. 

David Ashton has joined the staff of the College of Business Administration, Boston Uni- 
versity, as instructor in economics. 

Leonard H. Axe, professor of business law, has been named acting dean of the School of 
Business, University of Kansas. 

Harold M. Bailer, recently assistant professor of management engineering, Carnegie Insti- 
tute of Technology, has been appointed assistant professor of accounting in the School of 
Business Administration, University of Pittsburgh. 

Edward M. Barnet has been appointed assistant professor of marketing at the University 
of Buffalo. 

James M. Barr, ITI, is an instructor in accounting at the University of Virginia. 

Eric Beecroft, formerly special assistant to the Secretary of the Interior, is now on the staff 
of the loan department of the International Bank for Reconstruction and Development, in 
Washington. 

Leland L. Beik has been appointed instructor in economics at the University of Buffalo. 

J. E. Bennett is a part-time assistant in the department of economics of the University of 
Illinois. 

F. E. Berg has been appointed part-time assistant in the department of economics of the 
University of Hlinois. 

Vincent W. Bladen, professor of political economy at the University of Toronto, is visiting 
professor of economics at the University of Buffalo. 

R.L. Bliss is a part-time assistant in the department of economicsof the University of Illinois, 

Paul B. Blomgren, formerly of the University of Iowa, is an instructor in economics at De 
Pauw University. 

Kenneth E. Boulding has returned to Iowa State College as professor of economics after a 
year’s leave of absence at McGill University. He will participate in a graduate seminar in eco- 
nomic theory at the University of Buffalo in the second semester of the current academic year. 

William N. Bourne has been appointed instructor in economics at Northeastern University. 
_ Julia H. Boyd has been appointed instructor in accounting, College of Business Administra- 
tion, University of Tennessee. 

Warren C. Bray, formerly associate professor of economics at Heidelberg College, is now 
assistant professor of economics at Washington and Jefferson College. 
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William N. Breswick, of the Wharton School of Finance and Commerce, has been appointed 
instructor at Duke University. 
Tony Brouwer is an instructor in economics at Michigan State College. 
Yale Brozen has been appointed professor of economics at Northwestern University, 
Mary R. Burns has rejoined the faculty of the University of Minnesota as lecturer in eco. 
nomics and finance. 
; Robert E. Carlson has joined the staff of the University of Minnesota as teaching assistant 
in economics. 
R. F. Casey is a part-time assistant in the department of economics of the University of 
Illinois. 
Delmas R. Cawthorne has been promoted from associate professor to professor of economics 
at Miami University. 
Edward H. Chamberlin, of Harvard University, will participate in a graduate seminar jn 
economic theory at the University of Buffalo in the second semester of the current academic 
year. 
Lester V. Chandler, of Amherst College, will participate in a graduate seminar in economic 
theory at the University of Buffalo in the second semester of the current academic year. 
William H. Chartener, formerly of Harvard University, has been appointed instructor in 
economics and statistics at the University of Buffalo. 
Jack Chernick has been appointed assistant professor of economics at the University of 
Kansas. 
Ely Chinoy has been appointed lecturer in sociology in the department of political economy 
of the University of Toronto. 
William Christy is an instructor in economics at the University of Maine. 
Aaron H. Chute has resigned as professor of marketing at the University of Toledo to accept 
a chair as professor of retailing at the University of Texas. 
Edwin C. Clarke, recently of the School of Business Administration of the University of 
Pittsburgh, has become head of the department of economics at Geneva College. 
Richard V. Clemence has been appointed assistant professor of economics at Wellesley 
College. 
Carl W. Cloe, of the University of Iowa, is now assistant professor of economics and statistics 
at the University of Buffalo. 
R. H. Coats has resigned as visiting professor of economics in the department of political 
economy of the University of Toronto. 
Robert Cojeen has been appointed instructor in accounting at the University of Florida. 
Richard Colwell has been appointed assistant professor of business administration in the 
department of economics of the University of Massachusetts. 
Inez M. Conley has been appointed assistant professor of statistics and business research in 
the College of Business Administration, University of Nebraska. 
William S. Connor, formerly associated with Davidson College, is now associate professor of 
economics at the University of Kentucky. 
Robert G. Connors, of St. Louis University, has become a member of the department of eco 
nomics of Loyola University School of Commerce in Chicago. 
L. V. Conway is a part-time assistant in the department of economics, University of Illinois. 
Morris A. Copeland has been appointed visiting professor of political economy at Johas 
Hopkins University. 
Hazel Cowherd is a member of the staff of the department of economics, Wharton School, 
University of Pennsylvania. 
J. Howard Craven has been appointed assistant professor of economics at the University 0 
Wyoming. 
Earl C. Crockett has been appointed chairman of the department of economics at the Uni- 
versity of Colorado. 
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Charles F. Cronin is an instructor in accounting in the College of Business and Public Ad- 
ministration at the University of Maryland. 

John T. Croteau, formerly at Xavier University, has been appointed assistant professor of 
economics in the Graduate School of Social Science, the Catholic University of America. 

R. W. Crutchfield has accepted an appointment as associate professor of accounting at the 
University of North Carolina. 

Lawrence A. Cusack, formerly lecturer in accounting in the Graduate Schoo] of Social Sci- 
ence, the Catholic University of America, has been appointed professor of finance and head of 
the department of finance of Creighton University. 

Randle E. Dahl has joined the staff of the School of Business Administration of Fenn Col- 
iege. 

Albert H. Dehner, formerly of Oregon State College, has been appointed associate professor 
of Finance in the College of Business Administration, University of Tennessee. 

Frederick S. Deibler, professor emeritus of economics at Northwestern University, is visiting 
professor of economics and labor relations at the University of Buffalo for the current semester. 

Harvey T. Deinzer has been appointed assistant professor of accounting at the University of 
Florida. 

Miles Delano is an instructor in economics in the College of Business Administration, 
Boston University. 

James E, DeVault has been appointed professor of accounting at the University of Florida. 

W. P. Dillingham is assistant professor of economics at the University of Georgia. 

Edwin Ding, on leave from the College of Agriculture of Fukien Christian University in 
China, is a lecturer in the department of economics at the University of Southern California. 

H. M. Dixon has been appointed part-time assistant in the department of economics of the 
University of Illinois. 

Robert J. Donahue, formerly of Indiana University, is an instructor in economics at the 
University of Minnesota. 

John Donaldson has resigned as professor of political economy at George Washington 
University. 

Esther Dudgeon has been appointed assistant director of the Bureau of Business Research 
at the University of Kansas. 

Edgar S. Dunn has been promoted from assistant in statistics to instructor in economics at 
the University of Florida. 

James S. Earley has been promoted to professor of economics at the University of Wisconsin. 

Samuel G. Easterbrook, Jr. has accepted an appointment as teaching fellow in economics 
at the University of Buffalo. 

W. T. Easterbrook, on leave of absence from the University of Manitoba, has been appointed 
visiting professor of economics at the University of Toronto. 

M. T, Edelman is a part-time assistant in the department of economics of the University of 
Illinois. 

_ Grover W. Ensley has been appointed lecturer in economics at George Washington Univer- 
Sity. 

_Ralph C. Epstein, who has resigned as dean of the School of Business Administration at the 
University of Buffalo, will remain as professor of economics and chairman of the department of 
economics in the School of Business Administration and the College of Arts and Sciences. He 
is on sabbatical leave during the current semester. 

Frank W. Fager, until recently a field examiner for the National Labor Relations Board, 
has joined the faculty of the University of Minnesota as an instructor in economics. 

William J. Fellner, professor of economics at the University of California, will participate in 
a graduate seminar in economic theory at the University of Buffalo in the second semester of 
the current academic year. 

Vernon Ferguson, of the University of Texas, has been appointed instructor in business com- 
munication at the University of Kansas. 
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Frank W. Fetter, of Haverford College, taught at the School of Advanced Internationa) 
Studies in Washington during the second semester of 1946-47 and at Northwestern University 
in the 1947 summer session. ‘ 

Leo Fishman has been appointed associate professor of economics at West Virginia Uni. 
versity. 

George Fisk has been appointed lecturer in economics at the University of Toronto. 

John R. FitzPatrick, formerly dean of Columbus University, is giving a course in labor Jaw 
in the Graduate School of Social Science, the Catholic University of America. 

Shan-Kwei Fong, formerly on the economic staff of the League of Nations, in Princeton, 
N. J., has been appointed assistant director of the Economic Research Department of the 
Central Bank of China, Shanghai, China. 

Paul Fox, of the University of Toronto, has taken up studies at the London School of Eco. 
nomics. 

Robert J. Franklin is an instructor in economics at Michigan State College. 

J. Herbert Furth, of the Board of Governors of the Federal Reserve System, is offering a 
course in the Graduate School of Social Science, the Catholic University of America. 

John D. Gaffey, formerly regional economist of the Los Angeles office of the Department of 
Commerce, has been appointed head of the department of marketing at the University of 
Southern California. 

Augusta Galster has been appointed assistant professor of economics at the University of 
Illinois. 

Paul H. Gerhardt is an instructor in economics at the University of Massachusetts. 

Alexander Gerschenkron has been appointed professorial lecturer in economics at George 
Washington University. 

James H. Gilbert has retired as head of the department of economics and dean of the College 
of Liberal Arts at the University of Oregon. Calvin Crumbaker succeeds him as head of the 
department of economics. 

Abraham L. Gitlow is instructor in economics in the School of Commerce, Accounts, and 
Finance at New York University. 

Bela Gold, formerly adviser on international commodity arrangements in the Foreign Eco 
nomic Administration and in the Department of Commerce, has joined the staff of the Uni- 
versity of Pittsburgh as assistant professor of economics. 

Leonard D. Goldberg, of the University of Chicago Law School, has been appointed assistant 
professor of business law in the College of Economics and Business of the University of Wash- 
ington. 

Milton Goldberg, of Indiana University, is an instructor in business law in the College of 
Commerce of Louisiana State University. 

Melvin Goldwater is a part-time instructor in economics in the School of Commerce, Ac- 
counts, and Finance, New York University. 

Myron J. Gordon is an instructor in economics at Carnegie Institute of Technology. 

Daniel H. Gray has been promoted from teaching fellow to instructor in economics at the 
University of Buffalo. 

Roger W. Gray, formerly of the University of Colorado, has joined the faculty of the Usi- 
versity of Minnesota as instructor in economics. 

H. P. Greenwood has been appointed instructor in economics at the University of Illinois 

Harold E. Griffin is instructor in economics at the University of Massachusetts. 

Kenneth A. Grubb has been appointed professor of advertising and retail store management 
in the College of Business and Public Administration at the University of Maryland. 

Kenneth Grubbs is instructor in economics at the Agricultural and Mechanical College 0! 
Texas. 

C. J. Guild has been appointed assistant professor of real estate at the University of Flonda 
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Editha Hadcock, formerly at the Principia College, is now associate professor of economics 
at DePauw University. ’ 

H.W. Haines is a part-time assistant in the department of economics of the University of 
[llinois 

A. S. Hall is a part-time assistant in the department of economics of the University of Illinois. 

Robert Hamlisch has been appointed temporary lecturer in the department of economics 
in the Veteran’s Program at Hunter College. 

Louis F. Hampel has been made director of the budget and economic research department 
of United Air Lines in Chicago. 

R. W. Harbeson is associate professor of economics at the University of Illinois. 

Rector R. Hardin has resigned as professor of economic and business history at the Uni- 
versity of Arkansas to accept a position as professor of economics and chairman of the depart- 
ment of economics and business administration at Howard College. 

Cc. W. M. Hart, on leave from the department of political economy of the University of 
Toronto, is teaching at the University of Wisconsin. 

Fred V. Hartenstein, of the University of Pittsburgh, has been appointed instructor in eco- 
nomics at Washington and Jefferson College. 

Hugh Hawks has been appointed assistant professor of economics at Washington and Lee 
University. 

Harold J. Heck is professor of foreign trade at Tulane University and managing director of 
the Mid-Continent World Trade Council. 

Victor Heck has been appointed assistant professor of economics at Vanderbilt University. 

Walter W. Heller, of the University of Minnesota, has accepted an assignment as chief of 
the Tax and Revenue section of the Military Government of Germany. 

John Helmberger has joined the staff of the University of Minnesota as instructor in eco- 
nomics. 

John P. Henderson, of Michigan State College, has accepted an appointment as instructor 
in economics at the University of Buffalo. 

Herbert G. Heneman, Jr., who has been on leave on a Social Science Research Council fel- 
lowship, has rejoined the faculty of the University of Minnesota as a research associate in the 
Industrial Relations Center. 

William C. Henry has been appointed associate professor of accounting in the College of 
Business Administration of the University of Tennessee. 

Muriel E. Hidy has resigned as associate professor of economics at Wheaton College to ac- 
cept a position with the Business History Foundation, Inc. 

Clifford G. Hildreth has been appointed assistant professor of economics and statistics at 
Iowa State College. 

F. J. Hill is an assistant in the department of economics of the University of Illinois. 

Albert M. Hillhouse has been granted a two-year leave of absence from the University of 
Cincinnati to return to a post in the Public Finance Branch of the Office of Military Govern- 
ment in Berlin, Germany. 

Sherman Hoar has been appointed assistant professor of business administration in the de- 
partment of economics at the University of Massachusetts. 

G. L. Hodge, of Louisiana State University, has accepted an appointment at Southwestern 
Louisiana Institute. 

Isaac Hofiman has joined the faculty of the University of Minnesota as lecturer in economics. 
- B B. Holder has been promoted to associate professor of commerce at Washington and Lee 

hiversity. 


— C. Hollander has been appointed instructor in marketing at the University of Buf- 
alo, 
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Harriet J. Holmes has been appointed instructor in economics at Wellesley College, 
Calvin Hoover has resigned as dean of the Graduate School of Duke University. 


John L. Hoover has been appointed professor of commerce and education at the University 
of Kentucky. 


R. E. Hopkins is a part-time assistant in the department of economics of the University of 
Illinois. 


Marvin Horsky, of the University of Minnesota, has been appointed instructor in statistics 
at the University of Kansas. 


Louis Hough, formerly of Miami University and the University of Denver, has been ap. 
pointed assistant professor of statistics in the School of Business Administration of the Unpj- 
versity of Pittsburgh. 

Herbert B. Howell has been promoted to associate professor of economics at Iowa State 
College. 


Kenneth H. Hunter has been appointed chairman of the department of economics, College 
of Arts and Sciences, American University. 


George B. Hurff, who has been teaching at the American University at Biarritz, has been 
appointed associate professor of economics at Washington and Jefferson College. 


John G. B. Hutchins has been promoted to professor of economics in the School of Business 
and Public Administration of Cornell University. 


Walter Isard has joined the staff of the department of economics of Tufts College on a part- 
time basis. 


John Ise, of the University of Kansas, was visiting professor of economics in the summer 
session of the University of New Mexico. 


Guy A. Jacobs, formerly of Black Hills Teachers’ College, has been appointed acting in- 
structor in the department of economics at the University of Oregon. 

Frederick C. Joerg has been appointed instructor at Duke University. 

H. G. Johnson has resigned as instructor in the department of political economy of the 
University of Toronto to study at Cambridge University. 

Jennie Johnson has been appointed instructor in economics at the University of Maine. 


Keith W. Johnson, formerly an economist in the Department of Commerce, is assistant pro 
fessor in the College of Business Administration of the University of New Mexico. 
Kenneth Johnson has been appointed instructor in accounting at the University of Florida 
Richard R. Johnson has joined the faculty of the University of Minnesota as instructor in 
economics. 
Robert J. Johnson is an instructor in accounting at the University of Minnesota. 
Alfred E. Kahn has been appointed assistant professor of economics at Cornell University 
Lewis G. Kahn, formerly of the University of Chicago, is an instructor in statistics at the 
University of Minnesota. 
Emil Kauder has been appointed assistant professor of economics at the University o/ 
Wyoming. 
Jacob J. Kaufman has resigned as deputy director of the Economic and Market Research 
Division of the War Assets Administration to accept an appointment as lecturer in economics 
at the University of Buffalo. 
Peyton A. Kerr has been appointed assistant professor of economics at George Washington 
University. 
Marshall D. Ketchum taught in the Executives’ School of Credit and Financial Management 
sponsored by the National Association of Credit Men at the University of Wisconsin last 
summer. 
Frederick W. Killian, of the University of Pennsylvania, has been appointed associate pro 
fessor of economics and sociology at Clark University. 
Harold J. King has been appointed professor of labor economics in the College of Commerce 
of Louisiana State University. 
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George Kleiner has been appointed assistant professor of economics at the University of 
Illinois 

Bruce W. Knight is on leave of absence from Dartmouth College for the current semester. 
Frank H. Knight, of the University of Chicago, will participate in a graduate seminar on 
economic theory at the University of Buffalo in the second semester of the current academic 
year. 

* William Knoke, of the University of Iowa, has been appointed instructor in marketing at 
the University of Kansas. 

David L. Koefod has joined the staff of the University of Minnesota as instructor in eco- 
nomics. 

Herbert R. Kroeker has been appointed part-time assistant in the department of economics 
of the College of Business Administration of the University of Nebraska. 


of 


Fred R. Kucera has been appointed part-time assistant in the department of economics of 
the College of Business Administration of the University of Nebraska. 

Francis A. Kutish has been promoted to associate professor of economics at Iowa State Col- 
lege. 

Robert M. Lacy has joined the staff of Washington and Jefferson College as instructor in 
economics. 

Dickson H. Leavens has resigned as research associate of the Cowles Commission for Re- 
search in Economics. He will continue as managing editor of Econometrica with headquarters 
in Colorado Springs, Colorado. 

Emile Libresco has been appointed assistant professor of commerce and economics at the 
University of Vermont. 

Donor M. Lion has been promoted from teaching fellow to instructor in economics at the 
University of Buffalo. 

Shaw Livermore, of Dun and Bradstreet, will be visiting professor of economics and business 
organization at the University of Buffalo during the second semester of the current academic 
year. 

James W. Longley has been appointed instructor in economics at the University of Michigan. 
Robert Lorenz has been appointed associate professor of economics at the University of 
Ge rgia. 

James H. Lorie has been appointed assistant professor of marketing in the School of Business 
of the University of Chicago. 

Kullervo Louhi has been appointed instructor in accounting in the School of Business of the 
University of Chicago. 

L. D. MacMillan is visiting assistant professor of accounting at Duke University. 

Carl C. Malone has been appointed professor on the extension staff of the department of 
economics and sociology at Iowa State College. 

Paul Malone has rejoined the staff of the University of Kansas as professor of economics after 
a period of government service. 

Julius Margolis is teaching part time in the department of economics of Tufts College. 

Martin V. Marshall, of Harvard University, has been appointed instructor in marketing at 
the University of Kansas. 

R. H. Mason is a part-time assistant in the department of economics of the University of 
Illinois. 

Alva M. Matherly has left the staff of the Bureau of Business Research, University of Ken- 
tucky, to go to the Law College of the same institution. 

Gordon L. Mattson has been appointed assistant professor of business organization and 
management in the College of Business Administration of the University of Nebraska. 

John W. May has been promoted from assistant professor to associate professor of economics 
at Washington and Jefferson College. 
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Roberta W. McCarthy is a part-time assistant in the department of economics of the Uni. 
versity of Illinois. 
Kenneth H. McCartney, formerly of United College, Winnipeg, is a teaching assistant at 
the University of Minnesota. 
Dumas L. McCleary, O.S.V., has been appointed instructor in economics in the Graduate 
School of Social Science, the Catholic University of America. 
Leland W. McCloud has accepted an appointment as head of the department of economics 
and Jones professor of economics at Austin College. 
William McDaniel has been appointed instructor in economics in the School of Business 
Administration of the University of Minnesota. 
George F. McGregor is instructor in economics at Michigan State College. 
William J. McKinstry is instructor in economics at Michigan State College. 
Floyd McNaughton has been appointed instructor in economics in the College of Business 
and Public Administration of the University of Maryland. 
Wilbur T. Meek is assistant professor of economics at the University of Florida. 
Jean F. Messer, formerly of the University of Iowa, has been appointed instructor in ac. 
counting in the College of Business and Public Administration of the University of Maryland. 
Raymond F. Mikesell has been promoted to professor of economics at the University of 
Virginia. He is also serving as consultant to the Department of State on a part-time basis. 
Albert R. Miller has been appointed assistant professor of economics at George Washington 
University. 
Wesley C. Mitchell, professor emeritus of economics at Columbia University, will participate 
in a graduate seminar in economic theory at the University of Buffalo in the second semester 
of the current academic year. 
Floyd W. Moore, of Western Michigan State College of Education, taught in the 1947 sum- 
mer session at Michigan State College. 
Geoffrey H. Moore, of the National Bureau of Economic Research, has been appointed asso- 
ciate professor of economics, School of Commerce, Accounts, and Finance, New York Univer- 
sity. 
Aurelius Morgner, formerly lecturer in economics at Northwestern University, has been ap- 
pointed associate professor of economics at the Agricultural and Mechanical College of Texas. 
F. P. Morrissey has resigned as instructor in the department of political economy at the 
University of Toronto to go to Columbia University. 
Mignon Morton has been appointed instructor in accounting and transportation at the 
University of Kansas. 
K. D. Mossman is a part-time assistant in the department of economics of the University of 
Illinois. 
George E. Munn has been appointed assistant professor of labor economics in the Schoo! of 
Business and Public Administration of Washington University. 
Mary E. Murphy is on leave from Hunter College to engage in the preparation of a history 
of American accounting. 
Richard A. Musgrave has been appointed associate professor of economics at the University 
of Michigan, effective the second semester of this year. 
Carl L, Nelson has rejoined the faculty of the University of Minnesota as associate professor 
of accounting. 
James C. Nelson has resigned as chief of the Transportation Division of the Department of 
Commerce to accept a position as professor of economics in Washington State College. 
Robert A. Nelson has been appointed instructor in economics in the College of Business Ad- 
ministration, Boston University. 
William E. Newbolt, of Berea College, joined the staff of the Bureau of Business Research 
of the University of Kentucky in June, 1947. 
William H. Nicholls has returned to the University of Chicago after spending three months 
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in South and Central America, part of which time he taught and lectured for the Instituto de 
Pesquizas e Analises Economicas and the Fundacao Getulio Vargas, in Rio de Janeiro. 

Alfred Nicols has been appointed assistant professor of business theory in the department of 
business administration of the University of California at Los Angeles. 

Harold P. Nielson, of the University of Minnesota, has been appointed instructor in account- 
ing at the University of Kansas. 

Edmund A. Nightingale has been promoted to associate professor of transportation in the 
School of Business Administration of the University of Minnesota. 

Louis Nola has been appointed instructor in accounting at the University of Florida. 

Paul 1. Norgren, formerly labor attaché for the United States at Ottawa, Canada, has been 
appointed acting professor of economics at Stanford University. 

Wallace E. Ogg is assistant professor in extension economics at Iowa State College. 

Oliver S. Oldman, formerly a teaching fellow in economics, has been appointed instructor in 
economics at the University of Buffalo. 

Henry M. Oliver has been appointed associate professor of economics at Northwestern Uni- 
versity. 

John T. O’Neil has been appointed associate professor of finance at the University of North 
Carolina. 

R. C. Osborn has been appointed associate professor of economics and research associate pro- 
fessor in the Bureau of Economic and Business Research of the University of Illinois. 


James M. Owen has resigned from the College of Commerce of Louisiana State University 
to accept an appointment at Louisiana College. 

John Pagani, formerly of the University of Santa Clara, has been appointed acting assistant 
professor of economics at Stanford University. 

Harry M. Palmer has joined the staff of the Bureau of Business Research of the University 
of Kentucky. 

Andreas G. Papandreou, formerly of Harvard University, has joined the staff of the Uni- 
versity of Minnesota as associate professor of economics. 


William D. Parker has been appointed instructor in accounting at the University of Florida. 
Herbert Parnes has resigned from the School of Business Administration of the University 
of Pittsburgh to accept an instructorship at Obio State University. 

J. B. Parrish has been appointed associate professor of economics at the University of Illinois. 
R. L. Patrick is a part-time assistant in the department of economics of the University of 
Illinois, 

Mildred Patterson has been appointed part-time assistant in the department of economics 
of the University of Illinois. 

Robert T. Patterson has been appointed part-time instructor in economics in the School of 
Commerce, Accounts, and Finance, New York University. 

W. Bernard Paul is a lecturer in accounting in the Graduate School of Social Science, the 
Catholic University of America. 


if 


Norman Pauling has been appointed instructor in economics at Vanderbilt University. 


_Paul W. Paustian has accepted an appointment as professor of economics in the School of 
Commerce and Business Administration of the University of Alabama. 

J. M. Payne is a part-time assistant in the department of economics of the University of 
Illinois. 

Gustav Peck, labor consultant in the Library of Congress, is conducting a course in labor 
relations in the Graduate School of Social Science, the Catholic University of America. 

H. Austin Peck is teaching part time in the department of economics of Tufts College. 


_ Harry E. Peery has been appointed part-time assistant in the department of business organ- 
— and management of the College of Business Administration of the University of 
Nebraska. 
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Raymond J. Penn has been promoted to the rank of associate professor in the department of 
agricultural economics at the University of Wisconsin. 

A. J. Penz has resigned from the College of Commerce of Louisiana State University to ac. 
cept an appointment at the University of Alabama. 

Lillian Perlin has joined the faculty of the University of Minnesota as instructor in market. 
ing. 

Jacob Perlman, of the Social Security Board, is giving a course in labor statistics in the 
Graduate School of Social Science, the Catholic University of America. 

Erhart G. Peterson has been appointed assistant professor of accounting at the University 
of Florida. 

Florence Peterson, of the Department of Labor, has been appointed professor of social econ. 
omy and director of the graduate department of social economy and research at Bryn Mawr 
College. 

J. Marvin Peterson, of Miami University, served as sectional leader in charge of Basic Eco. 
nomic Problems of the School of Banking sponsored by the Central States Conference of the 
American Bankers Association at the University of Wisconsin. 

Winton Pettibone has been appointed assistant professor of transportation in the College of 
Economics and Business of the University of Washington. 

J. E. Pheiffer is a part-time assistant in the department of economics of the University of 
Illinois. 

Clarence Philbrook has been appointed associate professor of economics at the University 
of North Carolina. 

Michael A. Plesher has joined the faculty of the School of Business Administration as an 
instructor in economics at the newly created Ellsworth Center of the University of Pittsburgh. 

W. Douglas Poe has joined the staff of the University of Minnesota as a teaching assistant 
in economics. 

Leland J. Pritchard, of the University of Kansas, was a visiting professor in the summer 
session of Northwestern University. 

Gerald G. Quackenbush has been appointed assistant professor of economics at Michigan 
State College. 

Leonard H. Rall is associate professor of finance at Iowa State College. 

B. U. Ratchford has been given a year’s leave of absence from Duke University to work on 
a research project for the Committee for the South. 

Constance Raymaker has resigned from Western College to accept an appointment as asso- 
ciate professor and head of the department of economics of MacMurray College. 

H. E. Reese is a part-time assistant in the department of economics of the University of 
Illinois. 

Nathan Reich has been elected chairman of the department of economics and appointed 
lecturer at the School of General Studies, Columbia University. 

Edwin P. Reubens has been appointed acting assistant professor of economics at Cornell 
University. 

V. T. Rice is a part-time assistant in the department of economics at the University o! 
Illinois, 

George O. Riggs is instructor in economics at the University of Georgia. 

D. Alfred A. Ring, formerly of New York University, has been appointed assistant professor 
of real estate at the University of Florida. 

David R. Roberts has resigned from the National Economics Division of the Department 
of Commerce to become assistant professor of economics at Carnegie Institute of Technolog) 

Lloyd Rodwin has been appointed assistant professor of land economics in the departmett 
of city and regional planning of the Massachusetts Institute of Technology. 

Benjamin A. Rogge has been appointed instructor in economics at Northwestern Universit) 
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Sargent Russell is an instructor in the department of agricultural economics and farm 
management of the University of Massachusetts. 

John Ryan has been appointed associate professor of economics and business administration 
at the University of Maine. 

Lester C. Sartorius, until recently business analyst in the Department of Justice, has joined 
the staff of the University of Minnesota as instructor in statistics. 

Sylvester Saula has been appointed instructor in economics at Washington and Jefferson 
College. 

Elliot Schneider has been appointed junior assistant in the department of economics of the 
School of Commerce, Accounts, and Finance of New York University. 

Joseph A. Schumpeter, of Harvard University, will participate in a graduate seminar in 
economic theory at the University of Buffalo in the second semester of the current academic 
year. 

Ira O. Scott, Jr. has been appointed instructor in economics at the University of Kansas. 

Robert T. Segrest has been appointed acting dean of the College of Business Administration 
of the University of Georgia. 

Barbara Shaft is a part-time assistant in the department of economics of the University of 
Illinois. 

John A. Shubin has been appointed instructor in economics in the School of Commerce, 
Accounts, and Finance, at New York University. 

A. Louis Shugerman, of Stanford University, has been appointed visiting assistant professor 
at Duke University. 

E. Carroll Sibley has been appointed assistant professor of economics in the School of Busi- 
ness and Public Administration of Washington University. 

Richard O. Sielaff is head of the department of economics and business administration of the 
University of Minnesota at Duluth. 

Leonard Silk has been appointed instructor in economics at the University of Maine. 

Edward C. Simmons has resigned as assistant professor of economics at the University of 
Michigan to accept an appointment as associate professor of economics at Duke University. 

Stanley E. Smigel was economist in the Office of Price Administration until] March, 1947, 
when he became economic editor in the Division of Foreign Reporting Services of the Depart- 
ment of State. 

D. M. Smith, Jr., has been appointed instructor in accounting in the College of Commerce 
of Louisiana State University. 

R. Elberton Smith has been appointed assistant professor of economics at Northwestern 
University. 

Arthur Smithies, of the Bureau of the Budget, will participate in a graduate seminar on eco- 
nomic theory at the University of Buffalo in the second semester of the current academic year. 

William P. Snavely is instructor in economics at the University of Connecticut. 

Delbert A. Snider, who was formerly with the Division of Monetary Research of the United 
States Treasury and served as its representative in England, France and Belgium and on the 
American delegation to the European Economic Commission, has been appointed associate 
professor of economics at Miami University. 

Joseph Sollars is instructor in social science at West Virginia University. 

Harold M. Somers, professor of economics at the University of Buffalo, has been appointed 
dean of the School of Business Administration. 

Frank A. Southard, Jr. is on leave from Cornell University for the current year to serve as 
director of the Office of International Finance in the Treasury Department. 


D. L. Spriggs is a part-time assistant in the department of economics of the University of 
Illinois. 
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T. M. Stanback, Jr. has joined the staff of the University of North Carolina as assistant pro- 
fessor of business administration. 

Joan Stauffer, formerly of the University of Oklahoma, is an instructor in accounting at ihe 
University of Minnesota. 

G. A. Steiner has been appointed associate professor of economics at the University of [- 
linois. 

Francis Stevenson has been appointed research assistant in the Labor Management Re. 
search Center, Syracuse University. 

C. Z. Steward is a part-time assistant in the department of economics of the University of 
Illinois. 

George E. Stoddard has been appointed part-time instructor in economics in the Schoo] of 
Commerce, Accounts and Finance, New York University. 

C. Harold Stone has joined the faculty of the School of Business Administration of the Uni- 
versity of Minnesota asa research associate in the Industrial Relations Center. 

R. P. Stovall has been appointed assistant professor of economics at the University of North 
Carolina. 

Sidney C. Sufrin, associate professor of business administration and economics at Syracuse 
Univers‘ty, has been appointed director of the Labor Management Research Center. 

John D. Sumner, professor of economics at the University of Buffalo, has been appointed 
chairman of the Division of Social Sciences and Philosophy in the College of Arts and Sciences. 

Victor V. Sweeney, formerly with the Travelers’ Insurance Company in Philadelphia, has 
been appointed assistant professor of economics at the University of Florida. 

Alfred W. Swinyard, assistant professor of business administration, Syracuse University, 
has been appointed research associate in the Labor Management Research Center. 

John K. Sylvester, formerly of the University of Iowa, has been appointed assistant pro- 
fessor of economics in the College of Business and Public Administration of the University of 
Maryland. 

Howard M. Teaf, Jr. has returned to the department of economics at Haverford College 
after a leave of absence to serve as representative of the American Friends Service Committee 
in Finland. 

Elton TeKolste has been promoted from assistant to instructor in accounting in the College 
of Business Administration of the University of Nebraska. 

George W. Thatcher has been promoted from assistant professor to associate professor of 
economics at Miami University. 

Clemens B. Thoman has been appointed assistant professor of economics in the College of 
Business Administration of the University of Nebraska. 

R. H. Thompson, Jr. is a part-time assistant in the department of economics of the Uni- 
versity of Illinois. 

John F. Timmons has been appointed professor of land economics at Iowa State College 

Elizabeth Tobin is instructor in economics at Tufts College. 

Elizabeth B. Tolman has been appointed instructor in economics at Wellesley College. 

Wallace D. Travillian, of the University of Virginia, has been appointed instructor in eco- 
nomics at Clemson College. 

Robert W. Travis is instructor in economics in the College of Business Administration of the 
University of Tennessee. 

Leland E. Traywick, formerly of Western Reserve University, is assistant professor of eco- 
nomics at Michigan State College. 

E. K. Turner, now with the Kentucky State Department of Revenue, will remain at the 
University of Kentucky Bureau of Business Research working on a project of the Depart: 
ment. 

F. J. Turner has resigned as lecturer in the department of political economy of the Uni- 
versity of Toronto to accept a position as assistant professor at Carleton College, Ottawa. 
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David G. Tyndall has been appointed assistant professor of economics at Cornell University. 

Edward R. Van Sant has resigned from the Department of State to accept an appointment as 
professor of economics at Huachung University in Wuchang, China. 

C. R. Vaughn is part-time assistant in the department of economics of the University of 
Illinois. 

Jacob Viner, of the Institute for Advanced Studies, will participate in a graduate seminar in 
economic theory at the University of Buffalo in the second semester of the current year. 

George A. Wagoner is now associate professor of business education in the College of Busi- 
ness Administration of the University of Tennessee. 

Burton Wall has been appointed instructor in business in the School of Business of the Uni- 
versity of Chicago. 

James E. Ward, Jr., of Clemson College, has accepted an appointment as head of the depart- 
ment of economics of George Peabody College. 

L. L. Waters has been promoted to professor of economics at the University of Kansas. 

D. C. Watson has been appointed associate professor of commercial aviation in the College 
of Commerce of Louisiana State University. 

J. Donald Watson has been appointed professor of finance in the College of Business and 
Public Administration of the University of Maryland. 

Robert M. Weidenhammer, chief, Metals and Machinery Section, Department of Com- 
merce, was a delegate to the meetings of the Iron and Steel and Metal Trade Committees of 
the International Labor Organization at Stockholm, Sweden last summer. He was made chair- 
man of a permanent group to work out the internationa! standardization of statistics of the 
iron and steel industries. 

R. O. Werner is a part-time assistant in the department of economics of the University of 
Illinois. 

Sidney Wertimer, Jr., formerly at the University of Pennsylvania, has been appointed teach- 
ing fellow in economics at the University of Buffalo. 

\rthur A. Wichmann, of the University of Wichita, is acting as an assistant in economics 
and doing graduate work at Northwestern University. 

Samuel Wilcox has been appointed assistant professor of economics at the University of 
Georgia. 

Robert L. Wineston is instructor in economics at Northwestern University. 

Howard W. Wissner, formerly associate labor economist in the Department of Labor, has 
been appointed instructor in economics in the School of Business Administration of the Uni- 
versity of Pittsburgh. 

Herbert C. Wittgenstein is instructor in economics at the University of Wyoming. 

N. H. Wood, of the University of Virginia, has joined the research staff of the University of 
Arkansas Agricultural Experiment Station at Fayetteville. 

Maynard B. Woodbury, formerly of the University of Iowa, has been appointed instructor 
. “ counting in the College of Business and Public Administration of the University of Mary- 
and. 

Richard R. Woodward has been appointed assistant professor and assistant to the dean of 
the College of Economics and Business of the University of Washington. 

Gertrude Working is a part-time instructor in the department of economics of the University 
of Illinois 
an R. Worland is a part-time assistant in the department of economics of the University of 

David McC. Wright, of the University of Virginia, will participate in a graduate seminar on 
economic theory at the University of Buffalo in the second semester of the current academic 
year, 

Viola Wyckoff, of Wellesley College, has joined the staff of the department of economics of 
New York University as assistant professor of economics. 
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V. J. Wyckoff, formerly a principal economist with the Business Research Division of the 
Bureau of Internal Revenue, has been appointed professor of economics at DePauw University, 

J. R. Young is a lecturer in insurance and real estate in the College of Commerce of Louisiana 
State University, 

S. H. Young is a part-time assistant in the department of economics of the University of 
Illinois. 

W. Maurice Young has been appointed assistant to the dean of the College of Commerce of 
Louisiana State University. 
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